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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between ___Synergy Operating, LLC
, hereinafter designated and

referred to as “Operator”, and the signatory party or parties other than Operator, sometimes hereinafter referved to individually herein
as “Non-Operator”, and collectively as *“Non-Operators”., :

WITNESSETH:

WHEREAS, ‘the parties to this s agreement are owna:lfgtl'a_rlg gas le: leascs andlon_'_oilind gas mleruts in the' land ldenuﬁed in ,))
Exhibit “A”, and th?ﬁirties hereto have reached an agreement to explore and develop these leases and/or oil and § gas S interests for the’

production of oil and gas to the extent and as hereinatier provided,

NOW, THEREFORE, it is agreed as follows: v

ARTICLE L
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanings here ascribed to them:

A. The term “oil and gas” shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

B. The terms “oil and gas lease”, “lease” and “leasehold” shall mean the oil and gas leases covering tracts of land
lying within the Contract Area which are owned by the parties to this agreement.

C. The term “oil and gas interests” shall mean unleased fee and mineral interests in tracts of land lying within the
Contract Area which are owned by parties to this agreement.

D. The term “Contract Area” shall mean all of the lands, oil and gas leasehold interests and onl and gas mteres(s mtended to be
developed and operated for oil and gas purposes under this agreement. Such lands, eil-and-gas-leasehold-interests-and-oil-and-gas-interes
are described in Exhibit “A”.

E. The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule of any state or
federal body having authoriiy. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

F. The term “drilisite” shall mean the oil and gas lease or interest on which a proposed well is 10 be located.

G. The terms “Drilling Party” and “Consenting Party” shall mean a party who agrees to join in and pay its share of the cost of
any aperation conducted under the provisions of this agreement,

H. The terms “Non-Drilling Pasty” and “Non-Consenting Party” shall mean a party who elects not to participate
in a proposed operation.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
singular, and the neuter gender includes the masculine and the feminine.

ARTICLE 11
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
A. Exhibit *A", shall include the following information:
(1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
3) Perccmagcs or fractlonal interests of parties to thls agreemem,

(5) Addresses of parties for notice purposes.
B~Exhibit*B” Formof-Lease
C. Exhibit “C", Accounting Procedure,
D. Exhibit “D", Insurance.
E. Exhibit “E”, Gas Balancing Agreement.
F. Exhibit “F", Non-Discrimination and Certification of Non-Segregated Facilities.
If any provision of any exhibit, except Exhibits “E” and “G", is inconsistent with any provision contained in the body
of this agreement, the provisions in the body of this agreement shall prevail.

OBRRAO
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_ payment of royalties to the extent of __one-eighth (1/8)

AAPL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE 1IL
INTERESTS OF PARTIES

A. Ol and Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hereof az if it were covered by the form of oil and gas lease attached hereto as Exhibit “B", and the owner thereof
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this sgreement shall be bome and
paid, and all equipment and materials acquired in opémions on the Contract Area shall be owned, by the parties as their interests are set
forth in Exhibit “A”. In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the
which shall be borne as hereinafler set forth,

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party’s lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to
such higher price. '

Nothing contained in this Article 1iLB. shall be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:
Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article 1IL.B., such party so

burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created lnterém:

If any party should hereafter create an ovemdmg royalty, producuon pnymcm or other burden payable out of producuon
aunbutable to its workmg interest hereunder, OF-8 b Sted-prio agreement-and-is-notsetforth-in-Exhib

eeeep&ed—ebhgaﬁen—ef-e-l}-peﬁws—(any such interest bcmg hereinafter referred 10 as “subsequemly created interest” rﬁespeeave-ef-the
timing-af-its-ereation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred

to as “burdened party”), and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or partics, all or a portion
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or
production free anc clear of said subsequently created interest and the burdened party shall indemnify and save said other party,
or parties, harmles:. from any and all claims and demands for payment asserted by owners of the subsequently created interest;

and,

2.. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VI1.B. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of

the burdened party.

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination shall be made on the drilisite of any proposed well prior to commencement of drilling operations or, if

the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
¢d, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status
reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall
cause litle to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished to each party
hereto. The cost incurred by Operator in this title program shall be bomne as follows:

O Qption No. }; Costs incurred by Operator in procuring abstracts and title examination (including preliminary, supplemental,
shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as provided in Exhibit “C",
and shall not be a direct charge, whether performed by Operator’s staff attomeys or by outside attorneys.
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ARTICLE iV
continued

B Option No. 2: Costs incurred by Operator in procuring abstracts and focs paid outside attorncys for titlc cxamination

(including preliminary, supplcmental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Partics
in the proportion that the interést of each Drilling Party bears to the total interest of all Dri’!'_'ig Parties as such interests appear in Fx-
hibit *A”. Opcrator shail makc o charge for serviecs rendered by its staff attomeys or other pessonncl in the performance of thic above
ﬁmcuons

Each party shail be xupgnsib]c for securing curative matter and pooling amcndments of agrectnents required in cotmiection
with lcascs or oil and gas intctﬁsts contributed by such party. Operator shall be responsibic for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before sovernmental apencies for the securing of spacing or pooling arders.
“This shall not prevemt any party from appearing on its own behalf at any such hearing.

No well shail be drilled m the Contract Area until aftec (1) the title to the drillsita ar dnlhm. unit bas been examined as above
provxda.d, and {2} the tite has been approved by the cxamining attorney ot title has been awq)wd by alf of the: pamcs who are to par- |,
tlc:patc in the dritling of the w..ll
B.  Lossof Title: |

j

1 Fuileof Tl s:«aitd Ty ol

\.ﬁ'om ﬁnal dctcmmnuon of utlc fmll‘n:c‘gol acqtiirc a ncw lcasc or othor mstrummt ctmug thc cntu-cty of the title failure, Whl\.h acquisi-

tion will nat he subiect 1o Article VITLR and failing to do so, this agreement, nevertheless, shall contiowe in force as to all remaining oil
and gas Mscb afd HCrests: and,

but thm. slmu lx. fo. addmoml babahty on ns pm o tlu. oﬂm pamcs homo by rcason of such uﬂc fadun.
@ (b) There shall be no retroactive adjustment of expenscs incurred or revenucs rcccxvcd from the 'bp«ahon of the intercst which has
boen Iost, ast the interests of the partios shall be revised on an acreage basis, as ofthe time it is determined finally that title failure has cc-
curred, 50 That the inierest of the party whose lcase or interest is affecied by the title failure will thereaiior be reduced in the Contract
Arca by the amount of the interest Jost; ‘

(e} If the proportionate ﬁf-’fm of the ather parties bereto in any producing well theretofore drilled on the Contract Area is

inercased by reason of the Iﬂlu faijure, the party whose title has failed sball reccive the prococds attributable 1o the increase in such in-
tcrcst (less costs and burdens nftnbutablc thereto) until it has becn reimbursed for umveoova'od costs paid by it in conncction with such
Well
: () Shouid any person nlot a party 1o this agreement, who is detersnined 1o be the ownet of any interest in the titic which bas
failed, pay in any manncr any part of the cost of operation, development, or equipment, such amount shall be paid to the party or partics
wha bore the costs which are «Jn refonded;
‘ (¢} Any Hability o aocoum o a third party for prior production of oif and gas which ariscs by reason of title failuec shaijl be
bomc by the party or partics whosc titlc failed in the same proportions n which they shared in such prior production; and,

() No charge shall b m‘qde to the joint account for leal expenses, foes or salaries, in connection with the defense nf the interest
claimed by any party hercto, m being the intention of the partics hercto that cach shall defond ml-. 10 its interest and bear all sxpenscs in
conncction therewith, ‘

2. Loss by Not-Payment or Ervoncous Payment of Amount Due: If, tivough mistake or oversight, any rentai, shut-in well
ayment, minimum royalty or royalty payment, is not paid or is crrencously paid, and as a result a lcasc or intercst thercin torminatcs,

t]herc shall be no monetary !'.ﬂbxlv'v againgt the party who failed to make such payment Y_T:'J-‘ﬂ« the party who failed to make the required
pnymom SCCUCs a fow fease cpvc-rmg the saroe interest within nincty (90) days from the discovery of the fajiure to make propor payment,
\ithich acquisition will not be siubjccl to Article VIILB., the intorests of the partics shall be revised on an acreage basis, cffective as of the
date of tarmination of the !Page' involved, and the party who failed to make proper payment will no longer be credited with an interest in
thc Contract Arca on account bx ovmarship of the leasc ot interest which has terminated. In m~ cvetit the pasty whoe faticd to make the
rcqmrcd payment shall not have been fully rcimburscd, at the time of the loss, from the procccds of the salc of oil and gas attributable to
the lost inferest, calenlnted on an acreage basis, for the devalopment and operating costs theretofore paid on account of such interest, it
shall be reimbursed for unrcco‘ycrcd actual costs theretofore paid by it (but not for its sharc of the cost of any dry holc previously drilled
o wells proviously aba.ndonud) from so much of the following as is nocessary to cffect reimbursement:

{#) Proceeds of oil and gas less operating expenses, theretofore aocrued to the credit nf the Jost mereﬂ. on an acreapa hasis,
up o the amount of unrecoversd costs;

(b) Procccds, less ommg cxpenscs, thereaftor accrucd attributable to the lost intercst on an acrcage tasis, of that portion of
oil and gas thereafler produwi and marketed (excluding production fom any wells thereafler drilled) which, m the absence of such leasa
temmnntion, would be nm.ﬁmmf‘hic 1o the lost trerest on an acreage basis, up 1o the amoinyt of mrceovered cons, the provecds of said
portion of the oil and gas to be:contributed by the other partics in proportion to thair respoctive interest; and,

(¢} Any monies, up te 11§.e amount of unrecovered costs, that may be paid by any party who is, or bevones, the owner of the interest
Yost, for the privilege of parriciipaﬁng in the Contract Area or becotning a patty to this agroement.

2. Ottier Losses: Al losses incurred, other than those sat forth in Articles [V.3.1. and IV.R 2. above, shall be joint losses
and shail be borns: Dy all partics in proportion to their inmterests. There shall be no readjugment of futervats in the remaining pottion of
the Contract Arca.
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A. Designation and Res;wummua T Cpevaior:

e

i Synergy Qp| erating L1LC shall be the ]

1
2
3
4 .o
5
6
7

Op\«'( ot Uk x.lll‘: {A)llth!b‘ l\lCd, AHU ax.um wuuuu dllu U“ ot uuu .uch i WllllUl Ul dll wpet i“lUlb Via lllc \.Ulll(d\,l i Hﬁd w wmuucu dllu

wiquired by, and within the _mn,, of this agrecement, It shall conduat all such operations in a good and workmanfiles manney, but it shall
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross

: . oy - IR
wegligonie ot willful sisondac,
i

8 ( i
lg B. Resignmationor Rs.mov:al of Operator and Selection of Successor:
ii
12
13 guuu withoui any m.u\m by mun-upcl aturs, cm-:pi ﬂi wi;.h:]:if a sucasor! Cpeyaiv
;: may be m.uou.‘d 1f it ,ﬁus or rﬁﬁm‘zx to catr;- r:m‘ it dutics herewnder, or hw-n;_&vqmnhm bankrupt or 13 placed x;;vmwﬁﬂbi; Rugiy
affirmative vote of two (2) or more Non-Operators owning a majority interest based on owmnership as shown on Exhibit “A” remaining
16 afier caciudung the volang iu'miai uil Uperaivg, Susis gestggaiion o 1otauvai siiisii uot beeoiie elivcdive uutil 7,03 o' ciuok A, va e
17 ﬁm dow of the ealondar month foliowing the cxpiration of ningty (00 doys afler the giving of vntics of resignation by Operator or action
13 by the Non-Operators to r’mol»e Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier
19 u.ue. up:mt\u, Mtﬁd GUM e Uﬂ“ﬁ \u IWIE}IAI.IUII vt lﬂLlUle' &Imll I)G uvuuu U\' I.llﬂ ioti llﬂwl ans a A\\Ill'\lpﬂlh\ul A umuw Ul avu-
20 bmh pame or Arpcture of ,fc"m\r or tronwfir of Qperator’s intoredt 10 any single subsidinry, parent or seecessor corporation shell net
Z’l‘ liaethebas:storremovalotOpq'aior.
L4 ll j
i‘z i eh :“  of aer; L“f? e rosignation or semoval o of Operator, 2 wee Operator shall b aclocted by
the parties:-‘The successor shallbeseleaedfromthepamaownmganmta&mmecmmmatﬂxehmesuchmcm
25_ ISP TSN meuwi:in @Mﬂauﬂ :;LTM:A; Ly the ailasualive vois of two {Z) o nm;. ;;&:;r\;:umg a st E{m.;{n“”
26 bamed om ownersiip as shown by Exthibit “A™, provided, howessr, if an Oporator which has heen removed fails to votc or votos only to
2 Succeed itself, the successor Olperator shall be selected by the affirmative vote of two (2) or more parties owning 2 majority imerest based
iz on ownership as shown on E)dfxibil “A” remaining after excluding the voting interest of the Operator that was removed.
30 . 3 Vate Rg-%lmd: Where there Is onfy one (1) Non-Operator, the vote of two (2) or more partics shall not be required wnder
31 Article V.R1. or V.2,
sz :
33 - Fanpleyees:
% |
kL) ; The auisder of uup;o}sa’.s wsed b_‘y vp\'.na«n i «‘a\';mfdums Op\';niuuili Ticicuindor, thcir scioction, aid the touis of tabor aind the

35 ?mpemm inn for services per(‘mmed shatl he determined by Operntor, and a1 anch amployees shall he the employess of Operator

37 :

3% ? Dritiiag Contvacis:
i
|

39 :

40 All wells driticd on the Cotttract Arca shall be dritled on a compctitive contract basis at the usual rates prevailing inthe arca. Ifit so

41 Ghircs, Opciator inay anployiits owii tools and oquipinciit il te & nuub of wails, but iis chiargss dicretor shaii not cxeesd ilic pl'é'v‘nhmb
43 tatesin tha aren and the rate of Fsinch chargen shall be azreed upon by the parties in writing before drilling operations are commenced, nad

43 s':uchworkshallbcpcrfcnncdbyOpcratorundcrﬂxcsamctqmandcoudiﬁomuarcaxstnmymdusualinthcarcainoontmctsofin—

44 \‘ SPSiiid SOIRTACIOLS Wik mx.l Joing work of a slindlar paturc,

45 i

“ |

47 ]

43 |

49 ( ARTICLE VL

0 i CRILLING AND DEVELOPMENT
£1 !

51 !

52 A Initial Well:

hE I ; . Letion
54 1 DOnorheforethe 1 i:eé day of July , 2008, Operator shall commence the %ﬁ?g FoFa welt for }
[P . .
55  oil and gas at the following location:
56 : ’
57| ’L
s | Duff 29-11-8 # 104
59 |
@ W/2 SE T!(DNS T29N R11TW, NNM.P.M.
PO San Juan ounty New Mexico
!
62 !
ot vecompletinn
63 and q\‘wﬁalll)s.ﬂmﬂer continue the drilling / of the well with due diligence to a depth sufficient to st the Fruitland Coal and Pictured Cliffs !
64 | ,
65 unless granite or other pmcm.alh impenetruble substanee or condition in the hole. which renders fusther drilling / xmpracucui is en- g !
66 . countered at a lessor depth, or unless all partics agroe to complete or abandon the well at a fsser depth.
67
3 Operator shall make reasonable tests of all formationa enconntered during drilling which give indication of containing il and
69  gasin quantitics sufficicnt to test, unless this agreement shall be limited in its application to a specific formation or formations, in which
70 etent Operatur shiall be requived (o fest vly e Snmaiton or formutives to which ihis agreaesd sy spply. H
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J ARTICILE V]
: continued

| ‘lf, it Gperator’s judgment, the weil will not produce oil or gas in paying quantities, and it wishes 10 piug and abandon the
well as a dry hole, the provisions of Article VLE.1. shall thereafter apply.
j ]

i
1
i
i
i

‘ f
B.  Subsequent Openﬁmj\s:
: s

: 1. Proposed QgeraliunsI: Should any party hereto desire to drill any well on the Contract Area other than the well provided

Yor in Article VLA, or to rework, decpen or plug back a dry hole drilled at the joint expense of all partics or a well jointly owned by all

the patties and not then producing in paying quantitics, the party desiring to drill, rework, déepen of piug back such a weli shail give the
olhcr parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
hon and the estimated cost of the operation. The parties receiving such a notice shall have thutv {30) days after reccipt of the notice

wxmm wich to notify the pm wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drili-

mg rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
iu’mted to forty-eight (48) hours, exclusive of Saturday, Sunday, and legal holidays. Failurclof a party reoexvmg such notice to reply within
}he period above fixed shail cxlmsnmw an gjection by that party not to participate i the cost of the propossd vperation. Any notics o
:rmponsegivmbytelephonesl?aubeprompﬂyeonﬁmwdinwdﬁng. |

3 i

! If all parties elect to pmJ,icipale in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice

period of thirty (30) days {or as promptly as possibie after the expiration of the forty-eigit (48) hour period when a driiling tig is on Joca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
hes hereto; provided, however. said commencement date may be extended upon written notice of same by Operator to the other parties,
fnr a period of up wﬁmy(.}\))a&mmal days ifl in e sole opinton of Operator, such additional thne is reasonably necessary o obtain

pcnmts from governmental authoritics, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter requxred for title approval or acceptance. Notwithstanding the force majeure provisions of Article XT, if the
actual operation bas not been cmnmemed within the time provided {including any extsasion meteof as specifically permitted herein) and
if any party hereto still desuu to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
danoe with the provisions hcrepfas if no prior proposal had bean made.

2. Operations by Less ﬁian Al Parties: If any party receiving such notice as provided i m Article VLB.1. or VILD.1. (Option

No 2) elects not to pamanpate in the proposed operation, then, in order 1o be entitled to the bencf ts of this Article, the party or parties
giving the notice and such othgr parties as shail elect to participate in ths operation shall, within ninety {90) days afler the expiration of
tite notice period of thirty (SO)ida)'s {or as promptly as possibie after the expiration of the forty-eight (48) hour period when a driiling rig is
on location, as the case may bé) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenimg Parties; provided, howeves. if no drilling rig or other equipment is on Jocation, and if Operator is

a Non-Consenting Faity, the (.unsemmg Parties shail either: (a) request Operator to perform tire work required by such proposed opera-
uon for the account of the Consentmg Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
scntmgl‘arhes. when conducting operations on the Contract Area pursuant to this Article VLD.2.. shall comply with all terras and con-
ditious of this agresment. |

If less than all parties api)rove any proposed operation, the proposing party, immediately after the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consénting Panm should procesd with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
(exclusive of Saturday, Sunday ir)d legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
ticipation to such party’s iﬂterést as shown on Exhibit “A” or {b) carry its proportionate part of Non-Consenting Partiss’ interests, and
failure 1o advise the proposing party shail be deeed an election uude: (a) In me event a dritling rig is on location, thw tittis permitted for
such a response shail not exceed a total of forty-eight (48) hours (/ meluswe of Saturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal if these is insufficient participation and shall promptly notify all parties of such decision.

|
i
§

i
. “The entire cost and risk of conducting such operations shall be bore by the Consenting Partics in the proportions they bave

clected to bear same under the 'ltcnns of the preceding paragraph. Consonting Partics shall keep the leaschold estates involved in such
dperations free and clear of all ficns and encumbrances of every kind created by or arising from the operations of the Consenting Parties.
l:f such an operation resuits in a dry hole, the Consenting Partics shail plug and abandon the weil and restore 17:c sutface location at their
Qf)lc cost, risk and cxpensc. If any well drilled, reworked, decpencd or plugged back undor the provisions of this Articlc results in a pro-
ducer of oil and/or gas in pavmg quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost and risk.
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‘ ARTICLE V]|

continued

and the well slmllthmbetandovertoOpemlorandslmllbe operated by it at the expense and for the acoount of the Consenting Par-
tm Upon commencement of' operatlons for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provnsnons of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respecnve interests, all of such Non-Consenting
Party s interest in the well aud share of production therefrom until the proceeds of the sale of such share, calovtlated at the well, or
:'narket value thereof if such share is not sold, (after deducting production taxes, excise taxes, / mym}‘/d ggggng;:yalty and other in-
terests not excepted byAmcle!lII D. payable out oformmredbytheproducumﬁ'ommchwell accruing with respect to such interest
until it reverts) shall eqnalﬂze(wtal of the following:

% 5 1
(a) 100% of each such Non-Consenhng Party’s share of the cost of any newly acqmred surface equipment beyond the wellhead
:nnnemons (including, but nolt limited to, stock tanks, separators, treaters, pumping equxpment and piping), plus 100% of each such
Non-Consem:ng Party’s share o‘fthe cost of operation of the well commencing with first pmducuon and continuing until cach such Non-
Cmuentmg Party’s relmqmshed interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party’s share ofsuc[x costs and equipment will be that interest which would have been chargeable to such Non-Consenting
Party bad it participated in the well from the beginning of the operations; and

!

‘ (b) _300 % of 1th portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, i
:lzﬁer deducting any cash Ibutions received under Article VIIL.C., and __300 ' % of that portion of the cost of newly acquired equip- {
ment in the well (fo and including the wejlhead connections), which would have been chargeable to such Non-Consenting Party if it had

participated therein. |

|
[ An election not to participate in the drilling or the deepening of a well shall be decmed an election not to participate in any re-

workmg or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is

conducted at any time prior to!full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such

reworking or plugging back operation conducted during the recoupment period shall be deenied part of the cost of operation of said well

andthereshal] beaddedwthesumtoberewupedbyﬂwConsentmgParhaone hundredpercenﬂ(lOO%)ofthatporhonofthewsts of

the reworking or plugging baok operation which would have been chargeable to such Non—Consentmg Party had it participated thercin. If

such arvworkmgorpluggmgback operation is pmposeddurmgsudueowpmentpmod,thepmwswnsofﬂuskﬁcle VLB. shall be ap-
hcable as between said Coxseuhng Parties in said well.

! !

; .

» During the period of time Consenting Parties are entitled to receive Non-Consenting Pixty's share of production, or tbewh arall profit,

proceeds therefrom, Conscmmg Parties shall be responsible for the payment of all production, scverance, excise, / gathering and other

taxs, and all royalty, overriding royalty and other burdens appheable to Non-Consenting Party’s share of production not excepted by Ar-
ncle ILD. |

t

1 In the case of any re:workmg, plugging back or deeper drilling operation, the Cmsentmg Parties shall be permitted to use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such eqmpmcnt shall remain unchanged, and upon
ﬁbandomnent of a well after such reworking, plugging back or deeper drilling, the Consentmg Parties shall account for all such equip-
mmttotheownerstberwf thh each party receiving its proportionate part in kind or in value, less cost of safvage.

i ;
|

§
i

: Within sixty (60) days afec the / con:;l‘;;m any operation under this Article, the party conducting the operations for the
Consenting Parties shall fumish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its
option, the operating party, in lieu of an itemized statement of such costs of operation, may sﬁbm:t 2 detailed statement of monthly bill-
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting i’art.ies shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
éurredinmeopemﬁon ofﬂie»?ell,togetherwiﬂl a statement of the quantity of oil andgaspr&ducedﬁmn it and the amount of proceeds
realized from the sale of the well’s working interest production during the preceding month. In determining the quantity of oil and gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic
well tests. Any amount realized from the sale or other disposition of equipment newlyacquirédinconnccﬁm with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unretumed costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as
above provided; and if there is a credit balance, it shall be paid to suchNon—ConsqﬁingParty

Notwithstanding any provisions to the contrary in this or any other agr » @ NOT-CONS party, upon notice in writing to

Operator and/or any party carrying all or part of the non-consenting in'erw shall have the ﬁgit at all times and from time fo time

for each non-consent operation within the twenty-four (24) month period following the end of the calendar year in which the payout
tat t for such non t operation is isswed to sudit Operator’s and/or carrying party’s accounts and records relating to or

st
connected with such non-consent operation in the Contract Area or on land pooled therewith, regardless of when such non-consent
operations were conducted.
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f ARTICLE VI
| continued
|

i (
|

il Ifand when the Consenting Parties recover from a Non-Consenting Party’s relmqulshed interest the amounts provided for above,
the relinquished interests of suEh Non-Consenting Party shall antomatically revert to it, and, from and after such reversion, such Non-
1ConsentingPanyshall ownthe same interest in such well, the material and equipment in or pertaining thereto, and the production
thereﬁmn #s such Nm-Consmtmg Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
PaCk of said well. Thereafter, ‘such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
tiheoperatlonofsaldwellmawﬂm%hmdhswmmemgmmm

i
i

Notwithstanding the pro'visions of this Article VI.B.2,, it is agreed that without the mutual consent of all parties, no wells shall
be completed in or produced from a source of supply from which a well locawdcbewhcmonthe()omndArealspmdumg, umless such
well eonfotmsloﬂzethen—emsfmgwenspacmgpanunforsudummofsupply
| ' }
| ? '
i The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VL.A.
except (a) as to Article VIL.D.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
aﬂcnfhasbccndnlledtoﬂwdepth specified in Article VLA. xfnshallﬂmeaﬁaprovetobeadryholeor if initially completed for pro-
ducuon, ceases to produce in paymg quantities. :

| |

| i

i 3. Stand-By Time: When a well which has been drilled or deepened has reached its authonzed depth and all tests have been
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party’s notice proposing 2
reworking, deepening, p]uggmg back or completing operation in such a well shall be charged and bome as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agrec}nent as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VI B.2., shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of msuﬂictcnt participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
ead)ConsalhngPany suﬂerstasshuwnmEx!n’bn“A"beustothetoml nnu'estassbownonli)dnbn“A”ofallCmngPar-

ties.

] N
s : i

. i

4. Sidetracking: Except as hereinafler provided, those provisions of this agreement apphcable 1o a “deepening” operation shall
also be apphcablc to any proplosal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein call stdetracllcmg”), unless done to straighten the hole or to drill around Junk in the hole or because of other
mechamml difficulties. Any party having the right to participate in a proposed sidetracking opcrancm that does not own an inferest in the
affected well bore at the time &f the notice shall, upon electing to participate, tender to the well bare owners its proportionate share (equal
Ito its interest in the stdetrack:qg operation) of the value of that portion of the existing welt bqre to be utilized as follows:

!
| |

(a) If the proposal is forsldd.rackmgan existing dry hole, reimbursement shall be on the basis of the actual costs incurred in

lhemrhal drilling of the well downlothedepthalwh:chﬂwmddmd&mgopaahonwmﬂmted.

! |

|

(b) If the proposal is foxi' sidetracking a well which has previousty produced, retmbursement ‘ shall be on the basis of the well’s

salvable materials and equipmient down to the depth at which the sidetracking operation is initiated, determined in accordance with the

provisions of Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

) | ,

: 1 |

In the event that notice for a sidetracking operation is given while the drilling rig to be’ utxlxzed is on location, the response period

fhall be limited to forty-eight §48) bours, exclusive of Saturday, Sunday and legal holidays; pmvxded, however, any party may request and

?:wcwp up to eight (8) addmonal days after expiration of the forty-eight (48) hours within Mych to respond by paying for all stand-by time

ncusred during such extend rwponse period. 1f more than one party elects to take such addiﬁonal time to respond to the notice, stand

Py costs shall be allocated between the parties taking additional time to respond on a day—to-day basis in the proportion each electing par-

}y s unaesiasshownonE:dubn“A”beustoﬂnetuml interest as shown on Exhibit “A” of all the electing parties. In all other in-

Fhuoesthcmpomepmodmapropmdformddrwhngshﬂlbclmtedwﬂnﬂy(w)day& ’-

|

i
)
!
i

|

\ ;

C. TAKING PRODUCTION IN KIND:
i : .

b

)

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area,
exclusiveafprodncﬁmwhichnmybeusedhxdcvelopmanmdproducingopcmﬁmandmprepmmgtbeuuungodandgasfor
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate dlsposmonbyany
party of its proportionate share of the production shall be borne by such party. Anypartymkmgnsdmreofpmdncummkmdslmﬂbe

3
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ARTICLE V1
continued

IrequuedtopayforotﬂyuspropommtzshmofsuchpanofOpm ssurfaeefamhueswh:dmuses.
|
|
; ,Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from
theComract Area, and, cxceptasprovxdedmAﬂxcle VILB,, shall be eatitled to receive payment directly from the purchaser thereof for
im'.shareofaﬂprc;;ductxc:rn.

lr:' :‘hzzvent any party shalt fail to make the arrangements necessary to take in kind mjseparately dispose of its proportionate share of
the oil / produced from the Comractsf}'r;n. (;)perator shall have the right, subject to the revocation at wilf by the party owning it, but not
the obligation, to purchase such oil / or S8l 1 1o others at any time and from time to time, for the account of the non-taking party at the
best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the
jovmer of the production to exercxse at any time its right to 1ake in kind, or separately dwpose of, 't't:l sh;re of all oil / not prevmusly
(delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil / shall be only for such reasonable periods of
time as are consistent with the mininmum needs of the industry under the particular circumstances, but in no «.vent for a period in excess
of ope (1) year. .

»

In the event ane or more parties’ scpmmdiqaosiﬁmofﬂsémofﬂwgasmsp&-&muidaﬁvaimwsepmpipdmmm
'deliveries which on a day-to—t%lay basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to
Ebe allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
‘agreement between the partics hereto, whether such an agreement is attached as Exhibit “/E”, or is a separate agreement.

D. Access to Contract Area and Information:

'Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations,
iand shall have access at reasoixable times to information pertaining to the development or operation thereof, including Operator’s books
and records relating thereto, Operator upon request, shall fumish each of the other parties with copies of all forms or reports filed with
,govmnemal agencies, daily drilling reports, well logs, tank tables, daily gauge and run ticKets and reports of stock on hand at the first of
.each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
;gathcn'ng and fumishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-

 quests the Information. '

E. Abandonment of Wells:

: ‘1. Abandonment of !2;22 Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
‘without the consent of all parttu. Should Operator, after diligent effort, be unable to oontact any party, or should any party fail to reply
wnhm forty-eight (48) hours ( exclusive of Saturday, Sunday and legal holidays) after recelpt of notice of the proposal to plug and abandon
such well, such party shall bejdeemed to have consented to the proposed abandonment.  All such wells shall be plugged and abandoned in
baccordance with applicable regulanons and at the cost, risk and expense of the parties who part:crpatcd in the cost of drilling or deepening
such well. Any party who otnects to plugging and abandoning such well shall have the nght to take over the well and conduct further
opetauons in search of oil amﬂor gas subject to the provisions of Article VL.B.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a
producer shall not be plugged and abandoned without the consent of all parties. If alt parties consent to such abandonment, the well shall
be plugged and abandoned in anoordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within
thxrty (30) days after receipt af notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing to continue its operauon from the interval(s) of the formation(s) then open to producuon shall tcnder to euch nf the l("a'!hs‘;rl ofits
Mcﬂﬁmxmﬁeﬂmreofﬂ\evalueofﬂle\wﬂssalvablematma.landeqmpment,ddﬂmmdl aocordane
hvdﬂaﬁ—‘%’—’ {2; the estimated cost of salvaging and the estimated cost of plugging and abandoning, Each abmdcmmg pany shall assign
the non-abandoning parties, without warranty, express or implied, as to title or asto quantity, or fitness for use of the equipment and
material, all of its interest in the well and refated equipment, together with its interest in the feasehold estate as to, but only as to, the in-
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall qinecute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
iterva!ﬁofﬁwformﬂionorforh\aﬁmsﬂmopmto production, for a term of one (1) year and so fong thereafier as oil and/or gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such Jease to be on the form attached as Exhibit

{ ; f

;‘ Notwithstanding any provision to the contrary in this or any other agreement, each party shall have the right at all times and from
dmetoﬁme,nponwrmcn Llotk:n;to anditallo{hkhgpartymdloroyeratotsmordsmd accounts related te or in connection with
jproduction or allocation or production from the contract area. Anditing of settlement records shall alse be applicable if taking party

mdloroperdordistﬂhﬂaproceedstoﬂwmlﬂngpany.
i !
*# Failure of any party to respond within the thirty (30) day period shall be deemed consent to the proposed abandonment.
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, ARTICLE VI
) continued

¥

requuedtopayforonlyltspmpomamteshareofsuchpattofOpetnor s surface facilities which it uses.
I

‘ l * Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from

the Contract Area, and, except as provided in Asticle VILB,, shall be entitled to receive payment directly from the purchaser thereof for
tts share of all production. |

[n the event any party shall fail to make t.heananganemsnmsarytoukcmkindofsepmtelydisposeofﬁspmporﬁomteshmof
{the oil and gas produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party cwning it,

ibut not the obligation, to pmchase such oil and gas or sell it to others at any time and from tum to time, for the account of the non-

taking party at the best price obtamable in the area for such production. Any such purchase or sale by Operator shall be subject always to
the nght of the owner of the production to exercise at any time its right to take in kind, or separately dispose of; its share of all oil and gas
not p}eviously delivered to a purchaser Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for such
reasonable periods of time as;are consistent with the minimum needs of the industry under the pasticular circumstances, but in no event
fora pmod in excess of one ( 1) year. Notwithstanding the foregoing, Operator shall not make a sale, including one into interstate com-
‘merce, of any other pasty” s shiare of gas production without first giving such other party thirty (30) days notice of such intended sale,

i
t
H
1

:»D. Access to Contract Area and Information:

‘ Each party shall have access to the Contract Area st all reasonable times, at its sole cost and risk to inspect or observe cperations,
*and shall have access at masonable times to information pertaining to the development or operation thereof, including Operator’s books
and records rejating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with
.governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
Iesmr;h month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
Egathering and fumishing information to Non-Operator, other than that specified above, shail be charged to the Non-Operator that re-
iquests the Information. '

E. v Abandonment of Weils:

"1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article V1. B.2., any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all pamm Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
;within forty-cight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
Asuch well, such party shall bc deemed to have consented to the proposed abandonment.  All'such wells shall be plugged and abandoned in
‘accordance with applicable régulauons and at the cost, risk and expense of the parties who partnclpated in the cost of drilling or deepening
such well. Any party who objects to plugging and abandoning such well shall have the nghl to take over the well and conduct further
operaﬂonsmsearchofoﬂ and/otgas subject to the provisions of Article VL.B.

\

2 Abandonment of Wel!s that have Produced: Except for any well in which a Non- Consent operation has been conducted
hereunder for which the Conslentmg Parties have not been fully reimbursed as herein prowded, any well which has been completed as a
pmduoer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned m‘aocordance with applicable regulations and at the cost, risk and expense of all the partics hereto. If, within
mlmty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,
those wishing to continue its <‘ypemt:on from the interval(s) of the formation(s) then open to produdlon shall tender to each of the other
%uusmpropomomteslmofﬂwvalueofthnweﬂ smlwb!emnmalmdcqmpmem,detmmxedmmdmmwmmeprwmmd
Exhibit “C”, less the estimated cost of salvaging and the estimated cost of plugging and abandoning, Each abandoning party shall assign
Ithe non-abandoning parties, without warranty, express or implied, as to title or 2s to qmntxty or fitness for use of the equipment and
matenal, all of its mtetestmt*lewell and related equipment, together with its interest in the leasehold estate as to, but only as o, the in-
‘terval of intervals of the formatxon or formations then open to production. If the interest of the abandoning party is or includes an o1l and
1gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
ftervals of the formation or fon'narhons then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-

ducedﬁ'omﬂneintu'valorimé;rvalsofﬁlefommﬁonoffonmﬁonswveredthereby,wdxleasetobeonﬂwfotmaﬂachedasl’.:dﬁbit

1
'
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ARTICLE VI
continued

"B” The assignments or lem 30 limited shall encompass the “drilling unit™ upon which the well is located. The payments by, and the
ass:gmnents or leases to, the asstgnees shall be in a ratio based upon the relationship of their rwpecuve percentage of participation in the
Contract Area to the aggregaig. of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of
interests in the remaining portion of the Contract Area.

‘Thereafler, abandoningparties shall have no further responsibility, liability, or mlerest in the operation of or production from
the well in the interval or intefvals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
quat, Operator shall continue to operate the assigned well for the account of the non-abandomng partics at the rates and charges con-
templated by this agreement, g’lus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abmdormem of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repnrchase its prior mtemstm}the well (using the same valuation formula) and participate in ﬁmheropemuonsthemn subject to the pro-
visions hereof, ‘

P

3. Abandonment of No{n-Consem Operations: The provisions of Article VLE.1. or VILEZ above shall be applicable as between
Congenting Parties in the evenit of the proposed abandonment of any well excepted from saidf Articles; provided, however, no well shall be
permanently plugged and abandoned unless and until al} parties having the right to conduct further operations therein have been notified
of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Aticle
VLE.

ARTICLE VIL

i
i
E N
| EXPENDITURES AND LIABILITY OF PARTIES

i
{ ;
i |
|

A. Liability of Parties: '

The liability of the paxti‘m shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its progortionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
émong the parties in Acticle VILB. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor
shalltlns agxeqnembeconsu;xcdnscreaﬁng. a mining or other partnership or association, ol;torenderthepanicsliableaspamm
P i

B. Liens and Payment Del’aulh. :
?

EachNon-Operatorgrautsto Operator a lien upon its oif and gas rights in the Contract Area, and a security interest in its share
'of oil and/or gas when e)dractbd and its interest in all equipment, to secure payment of its share of expense, together with interest thereon
at the rate provided in Exhxblt. “C”. To the extent that Operator has a security interest under.the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition, upon default by aﬁy Non-Operator in the payment of its share
jof expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
;the sale of such Non—O;mtorE's share of oil and/or gas until the amount owed by such Non-bpemtor, plus interest, has been paid. Each
burchaser shall be entitled to r‘j‘ely upon Operator’s written statement concerning the amount gf any default. Operator grants a like lien
and security imerest to the Non-Operators to secure payment of Operator’s proportionate share of expense.

, If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by

Operator the non-defauiting panms including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such pa:ty[bem to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain
;mmbxrsanaﬁthereof,besub;ogatedtoﬂmseuuﬁynghrs described in the foregoing paragraph.

! |

C. Payments and Amuﬂﬁng

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in Exhibit “C™. Operator shall keep an accurate record of the joint account hereunder,

showing expenses incurred and charges and credits made and received.

Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized stat t of such csti d expense, together
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount
due shall bear interest as provided in Exhibit “C” until paid. Proper adjustment shall be made monthly between advances and actual ex-
pense fo the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more,

D. Limitation of Expenditares:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled or deepened
pursuant to the provisions of Article VL.B.2. of this agreement. Consent to the drilling or deepening shall include:
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ARTICLE VII
continued

El Option No. 1: All nmm expenditures for the drilling or deepening, testing, compldmg and equippiag of the well, including
neemary tankage and/or surface facilities.

| l

tl Option No, 2: All mcésary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authonzed depth, and all tests, havc been completed, and the results thereof furnished to the parties, Operator shall give immediate notice
to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight
(48) hours (exclusive of Samf’day, Sunday and legal holidays) in which to elect to participate in the setting of casing and the compfetion at-
tempt. Such election, when made, shalt include consent to all necessary expenditures for the oompletmg and equipping of such well, in-
cluding necessary tankage and/or surface facilities. Failure of any party receiving such noﬂce 1o reply within the period above fixed shall
i:mstmnz an election by that party not to participate in the cost of the completion attempt. lfone or more, but less than all of the parties,
elect to set pipe and to attcmpt a completion, the provisions of Asticle VI.B.2. hereof (the phrase “reworking, deepening or plugging

back” as contained in Article VLB.2. shall be deemed to include “completing”) shall apply to the operations thereafler conducted by less
than all parties, i ]
I i

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or
blugged back pursuant to the provisions of Article VLB.2. of this agreement. Consent to the reworking or plugging back of a well shall
inchide all necessary expendinjm in conducting such operations and completing and equipping of said well, including necessary tankage
and/or surface facilities. |

1
|

l

3, Other Operations: Wxthout the consent of all parties, Operator shall not undertake any single project reasonably estimated
1o require an expenditure in excess of __twenty-five thousand Dollars ($_25,000

except in connection with a well the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, that, in case of explomon, fire, flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Opcrator as promptly as possnble sha!l repon the emergency to the other

)1

i;enm(s |

E. Rentals, Shut-in Well Payments and Minimum Royalties:

: Rentals, shut-in well pai;ments and minimum royalties which may be required under the terms of any lease shall be paid by the
i;any or parties who subjected{such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tnbuted interests in the same léase to this agreement, such parties may designate one of such parties to make said payments for and on
behalf of all such parties. An)'y party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
fallure to make proper pnymerlh of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
ment xsmqulredto continue the lease in force, any loss which results ﬁ'ommehmm-paymentshall be borne i accordance with the pro-
visions of Article [V.B.2. i

i
1 1

i bpaator shall notify Nén-()perator of the anticipated completion of a shut-in gas well, or the shutting in or return to preduction

of a producing gas well, at leagt five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by

circumstances, prior to takmg such action, but assumes no liabifity for failure to do so. In the event of failure by Operator to so notify
-Operator the loss of any leasc contributed hereto by Non-Operator for failure to make tlmzly payments of any shut-in well payment

ghall be borne jointly by the pmtm hereto under the provisions of Article I[V.B.3.

i

F. Taxes:

l | :

| Beginning with the first Ea]cndar year after the effective date hereof, Operator shall render for ad valorem taxation all property

subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they

become delinquent. Prior to lhe rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not

be limited to, royalties, ovemdmg royalties and production payments) on leases and oil and gas interests contributed by such Non-

Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-

ndmg royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or

owm of such leaschold estatt, and Operator shall adjust the charge to such owner or owners 2o as to reflect the benefit of such reduc-

tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding

arrything to the contrary hcreiq, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax

value generated by each party’s working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in

i If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and manner

prescribed by law, andprosecl;tethcprmestto a final determination, unless all parties agree to abandon the protest prior to final deter-

mination. During the pendenc'y of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes and any

interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the joint ac-

count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as

provided in Exhibit “C”.

Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or with respect
to the production or handling of such party’s share of oil and/or gas produced under the terms of this agreement.

-10-
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‘ ARTICLE viI
. : { continned

/At all times while ions are conducted hereunder, Operator shall comply with the workmen’s compensation law of
the state where the opemhons are being conducted; provided, however, that Operator may be a self-ingurer for liability under said com-
ipensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit “C”. Operator shall
lalso carry or provide msuranée for the benefit of the joint account of the parties as outlined in Exbibit “D”, attached to and made a pact
‘hereof Operator shall requ|r+ all contractors engaged in work on or for the Contract Area to comply with the workmen’s compensation
llawofthestatewheretheo xonsambmngwnchxdedmdtonmnﬁamwcho!h«mswmceasOpmlormayrequm.

EG lnsunnce
y ;
1

|

| In the event automobnle public liability insurance is specified in said Exhibit “D”, or subsequently receives the approval of the
‘paru&a, no direct charge shall’ be made by Operator for premiums paid for such insurance for Operator s automotive equipment.

|

| : ARTICLE VIIL.

‘ ‘ ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

% H

'A. Snrrender of Leases: |
[ i
‘ Thelemcoveredbythsagreemem,uwofatastheyanbmceamagemtheComdAreu,shﬂlnotbesunenderedmwhole
ormpanunlws all parties oo%sentthemo
! However should any party desire to surrender its interest in any lease or in any poﬁxon thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or unphcd warranty of title, all of its interest in
lsuch lease, or portion thcreof,iand any well, material and equipment which may be located thereon and any nghfs in productlon
lherwﬁer secured, to the partl&s not oonsemlng to such surrender. 1£the g

MMMM%MM—“B& Upon such assignment or lease, tbe asmgmng party shall be relieved from all
[obhgmons thereafier accruing, but not theretofore accrued, with respect to the interest zslg;ed or leased and the operation of any well
‘attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
‘duction other than the royalties retained in any lease made under the terms of this Article, The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the l ; 13;;5::‘ ;3' aenz ells ‘and e?npmmﬂ?dh;tme to t}‘\,; 'z:u::igned or Jeas-
ed acreage. The value of alt matennl shall be determined / in-adoordanee with-the-provisions dhtbit=“C", less the estimated cost of
salvagmg and the estimated cost of plugging and abandoning. Ifthe assignment or lease is in favor of more than one party, the interest
shnllbesharedbysuchpartxes mﬁlepmpmumsthnuhemtmofeachbemtomemdunuatofaﬂsudlparms.

1

'Any assignment, lease dr surrender made under this provision shall not reduce or chan‘ge the assignor’s, lessor’s or surrendering
party’s interest as it was immediately before the assignment, lease or surrender in the balanc»:'. of the Contract Area; and the acreage
Bssigrxei leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this
agrecment. ! :

P i

‘jB. ‘Renewal or Wof Leases:

|

% Lfany party secures a rénewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and
Shall have the right for a penod of thirty (30) days following receipt of such natice in which to elect to participate in the ownership of the
renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
bomonate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shali be in proportion to the
nnermheldatthalhmebythcpam« in the Contract Area.
|
! If some, but less than alL of the parties elect to participate in the purchase of 2 renzwnl | lease, it shall be owned by the parties

» Iwho elect to participate therein, in a ratio based upon the relationship of their respective perocmagr. of participation in the Contract Area
1o the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
' Any renewal lease in which lqa than all parties elect to participate shall not be subject to this agreement.

. Eachpmywhoparhcxpmamthcpurdmseofamewallmes}mﬂbegvmanassxgmmxtofmpmpomonatenwﬂwrem

by the acquiring party.

,i The provisions of this Amcle shall apply to rencwal leases whether they are for the entire interest covered by the expiring lease
orcovef only a portion of its area or an inferest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (6)rqouths after the expiration of the existing lease shall be subject to this provision, but any lease taken or con-
(tracwdformorethmsix(S)rr;xonthsaﬂaﬂlcexpiuﬁonofanc:dsﬁngleaseshallnmbedemwdarmewnlleasemdshallnotbembjectto
the provisions of this agreement.

1 i

c Acreage or Cash Contribmtions:

The provisions in this Article shall also be applicable to extensions of oil and gas leases.

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation and shall be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whom the con-
tribution is made shall pmmpﬂylenderanassigmemafﬂwmangitholnwmanlyofﬁﬂe,mﬂxeD;iﬂingParﬁmhthepmpoxﬁons

-11-




-
=T -2 - - IS S - NP R N I

L L Y Ry WO W W W W W W W W N NN »NON N DN B =t e et e a e s et

A APL FORM 610«- MODEL FORM OPERATING AGREEMENT 1982

ARTICLE VIII
continued

| i |
said Drilling Parties shared the cost of drilling the wefl. Such acreage shall become a separate Contract Area and, to the extent possible, be
governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions

lt may obtain in support of an& well or any other operation on the Contract Area. The above[ provisions shali also be applicable to op-
\t!onalnghtstoeamnmageouts:detheCoxmaAreawhxdlmm support of 2 well dnl]edmsndetheConﬁ'actArea.

|

\ I
f If anry party contracts for any consideration relating 1o disposition of such party’s share of substances produced bereunder, such
consideration shall not be dectned 2 contribution as contemplated in this Article VIILC. '

I

D. Maintenance of Unifo[;rm Interests:

Every sueh sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement
and shall be made without prejudice to the right of the other parties.
| I
! If, at any time the intemE:t of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
ﬁequire such co-owners to app{)int a single trustee or agent with fuil authority to receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party s interest within the sco;Je of the operations embraced in this agreement; however, all such co-ovwners shall have the right to enter
1\nto and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the nF:t to receive, separately, payment of the sale proceeds thereof.

i
t
t

E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an
undmded mu-.rutmthcCoxmctAreuwmmanyandallnglnsnmyhavetopanmmandhavesdmdewxtmscveraltymund:wded
Mthemn.

|
!

; ARTICLE IX.
| INTERNAL REVENUE CODE ELECTION

This agreement is not irmtmdcd to create, and shall not be construed to create, a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities herexnder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax
purposw, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded
from the application of all of the provisions of Subchapter “K”, Chapter 1, Subtitle “A”, of the Internal Revernue Code of 1986, as per-
mitted and authorized by Secﬂon 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be requtred by the Secretary of the Treasury of the

1

QMed States or the Federal Intcrnal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
‘“:,’d the data required by Fedm'zil Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each shch party shail ste such dc ts and furnish such other evidence as may be required by the
Federal Internal Revenue Semée or as may be necessary to evidence this election. No such party shall give any notices or take any other
action inconsistent with the election made hercby. If any present or future income tax laws of the state or states in which the Contract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter “K”, Chapter 1,
Subtitle “A”, of the Internal Rz}remle Code of 1986, under which an election similar to that provided by Section 761 of the Code is per~
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregoing elec-
tion, each such party states that the income derived by such party from operations hereunder can be adequately determined without the
computation of partnership taxable income.

k]

|

-12-
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|

' ‘ i ARTICLEX.

o ; CLAIMS AND LAWSUITS
| ; ,

| Operator may setile any smgle uninsured third party damage claim or suit arising from operations hereunder if the expenditure’

does not exceed ten thousand and no/100 Dollars |
S___ 10,000.00 { ) and if the payment ig in complete settlement of such claim or suit, If the amount required for settlement ex- |
l:eeds the above amount, the meics hereto shall assume and take over the further handling of the claim or suit, unless such authority is

delcgatnd to Operator. All costs and expenses of handling, settling, or otherwise dlschargmg such claim or suit shall be at the joint ex-

pensc of the parties partxcrpatmg in the operation from which the claim or suit arises. Ifa claim is made against any party cr if any party is

sued on account of any matter arising from operations hereunder over which such individualihas no control because of the rights given
Operatorbythxs agreement, suchpanyshall immediately notify all other parties, and the claim or suit shall be treated as any other claim

or sun involving operations hemmder

b I - S - \ S - - - S« W = (R~ Y AT R Y IV LV Y IV SV I N E- N L L W W W L W W W W NN R N NN R R R e e e e e e e

If any party is rendered ;unable, wholly or in part, by force majeure to carry out its obliigaﬁons under this agreement, other than
the obligation to make money payments, that party shall give to afl other parties prompt written notice of the force majeure with
'rcasonably full particulars coﬁceming it, thereupon, the obligations of the party giving the not:ce 50 far as they are affected by the force
majeure, shall be suspending dunng, but no Jonger than, the continuance of the force mxgm The affected party shall use all reasonable

i
i
!

ARTICLE X1
FORCE MAJEURE

dlhgence to remove the force = majcure situation as quickly as practicable.

1 The requirement that an"y force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes,

3

‘lockoms, or other labor dlfﬁculty by the party involved, contrary to its wishes; how all such difficultics shall be handied shall be entirely
wnlunthodnscrenmofthepagtyconcerned

|

! The term *“force majeurie as here employed, shall mean an act of God, strike, lockmn; or other industrial disturbance, act of
the public enemy, war, blockade public riot, lightning, fire, storm, flood, explosion, governmental action, governmental detay, restraint
or inaction, unavailability of eqmpment, and any other cause, whether of the kind spemﬁcally enumerated above or otherwise, which is

notreasonablywnhmtheco:mnlofthepmtychmmgsuspmsm

J
i
I3

‘ All notices authorized or requxred between the parties and required by any of the provisions of this agreement, unless otherwise
speclﬁca.l]y provided, shall bej given in writing by mail or telegram, postage or charges ptcpaxd, or by telex or telecopier ané addressed to
the parties to whom the notice|is given at the addresses listed on Exhibit “A”. The ongmatmg notice given under any provision hereof
received by the party to whom such notice is directed, and the time for such party to give any notice in
wponse thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
When deposited in the mail or wﬂh the telegraph company, with postage or charges prepaid, o or sent by telex or telecopier. Each party
aha.u havcthenghttochange nsaddrematanymne, a.ndﬁ'mntnnetonmc,bygmngwnttennoucethereoftoall other parties.

hall be deemed given only

|
|
i

This agreement shall rethain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the
period of time selected below; ‘provuded, however, no party hereto shall ever be construed as havmg any right, title or interest in or to any
lease or oil andgashnerestcoxmiblmdbymyumupmbeyondﬂmetamofﬂﬁsagwemenﬂ

tl Option No. 1: Solongasanyoftheoxlandgaslmsesmb;ecttodusagmemeﬁmmmoxmeoﬁnmedmfmummypm

x

ARTICLE XIL
NOTICES

ARTICLE XIIT.
TERM OF AGREEMENT

ofthe Contract Area, whether by production, extension, renewal, or otherwise.

El Option No. 2: Inthe event the well described in Article VLA, or any subsequent well drilled under any provision of this
agreemem, results in productxdn of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of %0
however, if, prior to the expxranon of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
1'ng, plugging back, testing or anemptmg to complete a well or wells hereunder, this agecment shall continue in force until such opera-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the
any subsequent weil drilled herennder, results in a dry hole, and no other well is producing, or capable
of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-
days from the date of abandonment of said well.

well described in Article VI. Al or

mgopmuonsarecormneneedwnhm

Itisageed,however,thaﬁthetemhation of this agreement shall not relieve any party hereto from any Liability which has
7ccmedormadxedpxionomedazeofmdnexminaﬁm

-13-

days from cessation of all production; provided, |
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ARTICLE X1V,
| COMPLIANCE WITH LAWS AND REGULATIONS
| :

A, Laws, Regulations anti Orders:

! P

‘\‘ This agreement shall belsubject to the conservation laws of the state in which the Contract Area is located, to the valid rules,
rcgulatlons, and orders of any duly constituted regulatory body of said state; and to all other apphcable federal, state, and local laws, or-
dmancas, rules, regulations, and orders.

! ; “

B. Governing Law: i

This agreement and all r!;natters pertaining hereto, including, but not limited to, matters.of performance, non-performance, breach,
remedies, procedures, rights, d\mw, and 1mzrpmahm or construction, shall be govemed and determined by the law of the state in which
the Contract Area is located —f-the-Centrae ;

H

C. Regulatory Agencies: |
|
]
!

|
|
i
!
|
i
i

i

} Nothing herein contained shall grant, or be construed to grant, Operator the right or authorityto waive or release any rights,
pnv:leges or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mineral operations, including the location, opemtxon, or production of wells, on tracts offset-
t]mg or adjacent to the Contmcg. Area,

v

With respect to operaixons hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator s interpretation or application of rules,
rulings, regulations or orders o_f the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator’s share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or
application, together with mter’st and penalties thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be requzred to be submitted to the purchaser
of any crude oif sold hen:unde\L or to any other person or entity pursuant to the requirements of the “Crude Oil Windfall Profit Tax Act
of 1980”, as same may be amended from time to time (“’Act™), and any valid regulations or riiles which may be issued by the Treasury
Deparlmcnt from time to time Pmsuant to said Act. Each party hereto agrees to furnish any and all certifications or other information

whmhmrequuedtobefmmshedbymdmmanmelyumnnerandmsufﬁcnentdemhopermnmphmcewnhsmdm

1
!
1
|

il

b

| ARTICLE XV. |

{ OTHER PROVISIONS
Failure of any party to execnte this agreement shall not render it ineffective as to any party which does execute the same. Tf
comnterparts to this agreement are executed, the signatnres and acimowledgments of the parties, as affixed thereto, may he
combined hy Operator in, and treated and given effect for afl purposes, as a single fnstrument. This agreement also may be
ratified hy separate insfnmlent referring hereto, each of which shall have the effect of the original agreement and of adopting by
reference all of the provhions herein contained.
Notwithstanding Mng to the contrary In Article VLB.2. or VILD.2., the share of praduction from a well which non-
consenting parties shall be deemed to have relingnished to consenting parties in any reworking, deepening, plmgging back or
completing of a well; (as snch terms are defined and wvsed in Article VI.B.2. and Article VILD.2.) shall be the non-consenting
parties’ share of production only from the interval or intervals of the formation or formations from which production is
obtained or increased as a result of the operations in which the non-consenting parties did not participate. Tn the event a
sahsequent operation is proposed for such well by one or more consenting parties and the non-participating party has
relingnished its (their) interest in a separate formation(s) during prior operations, the non-consenting party fn satd interval or
formation, non-conseﬁtmg party shall be entitled to participate therein to the extent of its interest prior to relinguishment.

Notwithstanding anything contained n Article VILB., each party (contrlbuﬁﬁg party) contributing a Jease or leases (original
lease) to this agrtcmeznt shall have the option, but not the obligation, at any time prior to and for sixty (60) days after the
expiration of the original lease to renew such lease and to alone bear the cost and expense thereof and thereby maintain its right,
title and interest in the tract or tracts incinded in the original lease and the renewal thereof. If more than one party owns an
interest in the original Jease, the option granted herein shall inure to the benefit of such parties jointly and severally. If any party
hereto other than theécontrﬂmﬁng party (renewing party) remews the lease at any time, the renewing party shall furnish the
contribnting party an itemized statement of the total cost and expense incurred in acquiring such renewal Jease. The contributing
party shall have sixty ' (60) days after the receipt of such itemized statement to reimburse the renewing party in foll. If the
contributing party makes snch reimt t, it shall receive from the renewing party an assignment, subject to this agreement,

of all right, title and in‘iemt in and to the renewal lease. If the contributing party either renews such lease at its expenses, or fully
retmburses the » ‘4, party, the parties’ interests heremmder in the Contract Area shall remain inchanged. If the contributing
party exercises neither: of the options provided above it shall thereby forfeit its right under this Article XV.C., as to such renewal
lease and the renewal lease shall thereafter be subject to all the terms and conditions of Article VILB. hereof. This Article XV.C.

shall apply in like manner to extensions of leases,

This Operating Agreement shall supercede and replace any existing Operating Agreements which cover those specific lands,
depths and formations within the Contract Area herein specified. '

-14-




T T SR

AT B TR b i B o2 I D S B A R I AR R PRIV I Y TR N P X SU OOt 2P o

AAPL. FOR,M§610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLY. XVL
f MISCELLANEOUS
E .
Thisagreemmts?mﬂbebindinguponandshaﬂmmmzbuwﬁtofﬂwpanﬁahuaommmmmm
mmﬁayummmmmmdmmnMMmeamquaﬂmmmmm
‘ .
. INWHNESSWHEREOFthxsagmanemeeeﬁechveuof___thi day of- March __ , (year) 2005 .

WWMWNMIW%fm{«MmMMwMMme
. was printed from andwn.hthe exception listed below, is identical to the AAPL Form 610-1982 Model Form Operating Agreement, as
pubhshedmdmkztteformbyl’ormsOn—ADmk,lnc.Nochange& alterations, or modifications, cther than those in Articles

R R R R T R 2 S O L E T YRR A MY

i .

; OPERATOR
| )

{

SYNERGY OPERATING,LLC

; . , have been made to the form.

NON-OPERATORS

BURLINGTON RESOURCES OIL & GAS COMPANY The Heirs of Clande Smith

" Earnest Smith, Executor of Fstate

own personal interests.

WALMS LEY
June Walmley Estate

B My

also executed representing my .-

Edwin Smith, individually and as
President of Edwin Smith, LLC

Jer,g/'r. Walmsley, Eecutor of Estate



EXHIBIT “A”
Duff 29-11-8#104, W/2 Sec. 8, T29N, R11W

Attached to and made a part of that certain Operating Agreement dated March 1,
between Synergy Operating, LLC, as Operator, and Burlington Resources Oil &
Gas Company et al. as Non-Operators.

'UNIT AREA, DEPTHS AND FORMATION COVERED

|
W/2 of section 8 of Township 29 North, Range 11 West San Juan Co. N.M.
Limited to th¢ Fruitland Coal formation.

ADDRESS OF THE PARTIES

OPERATOR:

Synergy Operating, LLC

PO Box 5513

Farmington, New Mexico 87499

NON-OPERATORS:

Burlington Resources Oil & Gas Co.
P.O. Box 4289

Farmington, New Mexico 87499

June Walmsley Estate
c/o Jerry T. Walmsley
801 West Paradise Road
Spokane, WA 99224

The Heirs of Claude Smith

Edwin Smith, & Edwin Smith, LLC, & Earnest Smith
40758 Jasper Drive (mailing Address)

Kingsberg, CA 93631-1316

Joseph C. Robbins, The Heirs of George B., Bessie H., J.R. & india B. Robbins
2136 Lakeshore Drive
Chapel Hill, North Carolina 27514

Division of Interest -

Synergy Operating, LLC et al 18.7500%
June Walmsley Estate . 6.2500%
Smith Family 23.4375%
The Heirs of George B. Robbins 1.5625%
Burlington Resources Oil & Gas Gompany ___50.0000%
TOTAL 100.0000%
Page 1 of 1

Exhibit A
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EXHIBIT “C~

i

Attached to and made a part of that certain Operating agreement dated March 1, 2005 by and between
Synergy Operating, LLC, as Operator and the signatory parties hereto, as Non-Operators.

1

ACCOUNTING PROCEDURE
| JOINT OPERATIONS

1. GENERAL PROVISIONS
t
Definitions !

"Joint Property” shall mean the rcal and persomal property subject to the agreement to which this Accounting Procedurs
is attached. :

“Joint Operations” ;khnll mean all operations necessary or proper for the development, operaticn, protection end
maintenance of the Joint Property.

"Joint Account” shall mcan the account showing the charges paid and credits received in the conduct of the. Joint
Operations and which are to be shared by the Parties.

“Operator™ shall mean the party designated to conduct the Joint Operations,

"Non-Opera "shaﬂtﬁean&eParﬁeshﬂﬁsagreunﬂotbﬁﬂmtheOpuumr.

"Parties” shall mean Operator and Non-Operators.

*First Level Supervisors" shall mean those employees whose primary function in  Joint Operaticns is the direct
supervision of othq employees and/or contract labor directly employed on the Joint Property in a field operating
capacity. !

*Technical Employee;" shall mean those employees having special and specific engineering, geological or other
professional  skills, arfrd whose primary function in Joint Operations is the handling of specific operating conditions and
problems for the benefit of the Joint Property.

:"Personal Expenses” sha?l mean travel and other r ble reimbursable exp of Operator's employees.
“"Material” shall mean pe 1 property, equipment or suppli quired or held for use on the Joint Prope:ty.

"Controllablc Material" shall mean Material which at the time is so classified in the Material Classification Marual as
most recently recommended by the Council or Petroleum A ants Societi

J
Statement and Billingsg

Operator shall bill Non-Operaton on or beforc the last day of each month for their proportionate share of the Joint
Account for the preceding month Such bills will be accompanied by statements which identify the authority for
expenditure, lease. or facility, and all charges and credits summarized by appropriate classifications of investment and
expense except that items of Controllable Material and unusual charges and credits shall be separately identified and
fully described in detail.

Advances and Payments by Non-Operators

A Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
- share of ecstimated cash outlay for the succeeding month's operation within fifleen (15) days afier receipt of the
billing or by the fist day of the month for which the advance is required, whichever is later. Oderator shail adjust
each monthly billing to reflect advances received from the Non-Operators,

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at __Chase Manhattan Bank, plus 1%
on the fist  day of  the month in  which  delinquency occurs plug 1% or the
maximum contract rate permitted by the applicable usury laws in the state in which the Joint Froperty is located,
whichever is the lesser, plus attomncy's fees, court costs, and other costs in commection with the collection of unpaid
amounts.

Adjustments

Payment  of any such bills shall not prejudice the right of any Non-Operator to protest er question the t thereof,
provided, however, 3li bills and statements rendered to Non-Operators by Operator during any calendar year shall
conclusively be presumed to be true and comect after twenty-four (24) months following the end of any such calendar
year, unless within the said twenty-four (24) month period 2 Non-Opcrator takes written exception thereto and makes
claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same
prescribed period. The provisions of this paragraph shall not prevert adjustments resulting from a physical inventory of
Controllable Material as provided for in Section V.

COPYRIGHT © 1985 by the Council of Petroleum Accountants Societies.
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5 Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator's accounts and records rolating to the Joint Account for any calendar year within the twenty-four
(24) month period following the end of such calendar year, provided, however, the making of an audit shall not
extend the time for the taking of written exception to and the adjustments of ts as provided for in
Paragraph 4 of this Section L Where there are two or more Non-Operators, the Non-Operators shall make
every reasonsble effort to conduct a joint audit in a menner which will result in a8 minimum of inconvenience
to the Operator. Operator shall bear no portion of the Non-Operators' audit cost incurred under this
paragraph unlcss agreed to by the Operator. The audits shall not be conducted more than once each year
without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made
at the expense of those Non-Operators appraving such audit.

B.  The Operator shall reply in writing to an audit report within 180 days after receipt of such report.

6. Approval By Non-Opehtors

Where an  approval or otter agreement of the Parties or Non-Operators is expressly required under other sections of this
Accounting  Procedurc and  if the agreement to which this Accounting Procedurc s attached contains no
contrary  provisions :m regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and the
agreememcrappmvnléfamnjoﬁtyinimmofﬂwNon-OpmtonnhnllbecmmllingonauNon-Opm;ors. '
1I. DIRECT CHARGES
!
Operator shsll charge the Joint Account with the following items:

1. Fcological and Environmental

Costs incumod for the benefit of the Joint Property as a result of go 1 or latory  sequi ts to satisfy

4 r

cnvironmental considerations applicable to the Joint Operations. Such costs may include surveys of am ecological or
archacological nature and polfution control procedures as required by applicable laws and regulations.

i

3

2. Rentals and Royalties
Lease rentals and royaltics paid by Operator for the Joint Operations.

3. Labor
A (1) Salares ax;d wages of Operator's ficld employees directly omployed on the Joint Property in the conduct of
Joint Operations.

(2) Salaries of First level Supervisors in the field.

i

(3) Salaries and wages of Technical Employees dircctly employed on the Joint Property if such charges are
excluded from the overhead rates. '

|
(4) Salarics and wages of Technical Emplayees either temporarly or permanently assigned to and  directly
ploy ‘mthe peration or the Joint Property if such charges are excluded from the overhead rates.

B.  Openator’s cost‘ of holiday, vacation, sickness and disability bencfits and other customary allowances paid to
employees whose ealaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section IL
Such costs under this Paragraph 3B may be charged on a “when and as paid basis® or by “"percentage assessment”
on the amolmtiof salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I If
pmehtag: amﬁmtisused,ﬂxerzteshallbebuedonﬂerpentor‘s cost experience.

C. Expenditures or  contributions made p t  to ts imposed by governmental authority which are
pplicable to Op : ’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section IL

D. Personal Expenses of those employoss whose salaries and wages are chargeabls to the Joint Account under
Paragraphs 3A and 3B of this Section IL

4. Employee Benefits
Operator’s cument costs or established plans for employees’ group life i , hospitalization, pension, i t,
stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Op ’s labor cost chargeable to the
Joint Account under Paragraphs 3A and 3B of this Section I shall be Operator's actual cost not to exceed the percent
most recently ded by the Council of Petrol A Societies.
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10.

11.

Material

Material purchased ;n' fomished by Operator for use on the Joint Property 28 provided under Section IV.  Only such
Material shall be purchased for or tramsferred to the Joint Property as may be required for immediate use and is
reasonsbly practical 'and consistent with efficient and ical operati The lation of surplus stocks shall be
avoided. i

Teansportation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:

A If Material is ‘moved to the Joint Property from the Opcrators warchousc or other properties, no charge shall be
made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like
matenial is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

B. If suplus Matérial is moved to Operators warchomse or other storage point, no charge shall be made to the Joint
Account for a .distance greater than the distance to the ncarest rclisble supply store where like material is nomally
available, or railway receiving point necarest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the
Parties. i

i
C. In the application of subparagraphs A and B above, the option to equalize or charge actmal trucking cost is

available when (the actual charge is $400 or less excluding accessorial charges, The $400 will be adjusted to the
amount most recently recommended by the Council of Petroleum Accountants Socictics,

Services

i
The cost of confract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section Il and Paragraph i, ii, and iii, of Section I The cost of professional consultant services and contract
services of technical% personnel directly engaged on the Joint Property if such charges are excluded from the overhead
rates. The cost of professional consultant services or contract services o technical p 1 not directly engaged on the
Joint.Pmpmyahallnotl?cchstgedmtheJoimAccomtmﬂempmviomlyagrcedtobythePnﬁcs.

Equipment and Facilities Furnished By Operator

A Operator  shall : charge the Joint Account for nse of Operator owned i t and facilities at rates commensurate

b e 3

with costs of{ ownership and operation. Such rates shall include costs of maintenance, repairs, other operating
expense, insurance, taxes, depreciation, and intercst on gross investment less accummlated depreciation not to
i

A

: - p ( Ye) per Such rates shall not exceed average commercial
rates currently p:‘evailing in the immediate area of the Joint Property. * current rate at Chase Marhattan Bank, plus 1%.

1

B. In liew of chargcs in Paragraph 8A above, Oporator may clect to use average commercial rats prevailing in the
immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or mpenses necessary for the repair or replacement of Joint Property made y b of damages or
losses incurred by fire, flood, storm, theR, asccident, or other cause, except thoss resulting from Operator’s gross
negligence or willful misconduct. Operator shall fumish Non-Operator written noticc of damages or losses incumed as

soon as practicable :ﬁer“arepm‘tmgeofhmbemmeived by Operator.
Legal Expense
Expense of handling, Migaﬁng and settling litigation or claims, title and regulatory work, discharging of liens, payment of judgments and

amounts paid for scttlement of claims imcurred in or resulting from operations under the agreemtent or necessary to
protect or recover the Joint Property, except that no charge for services of Operators legal staff or fees or expemse of

_outside attomcys shall be made unless previowsly agreed to by the Parties. All other legal expemse 3 considered to be

covered by the ovethead provisions of Section I unless otherwise agreed to by the Partics, except as provided in Section
I, Paragraph 3. ‘

Taxes

All taxes of cvery kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad
valorem taxes are based in whole or in part upon separate valuations of each partys working interest, then
notwithstanding anything to thc contrary hercin, charges to the Joint Accoumt shall be made and paid by the Parties
hereto in accordance with the tax value gencrated by each party’s working interest.

COPA>
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13,

14.

15.

L

Insurance .

Net premiums paid for insurance required to be camied for the Joint Operations for the protection of the Parties. Tn the
event Joint Operations are conducted in a statc in which Operator may act as sclf-insurer for Workers Compensation
and/or Employers Liébility under the respective state’s laws, Operator may, at its election, include the risk under its seif-
insurance program and iy&atmﬁ,Opﬂatmshallincludcachngcnt Operator’s cost not to exceed manual rates.

Abandonment and Reclamation

Costs i ‘f(x!“ t of the Joint Property, including costs required by governmental or other regulatory
authority.
Communications “
I
Cost of acquiring, leasing, installing, operating, repairing and maintaining cc ication systems, inzluding radio and

microwave facilities e'di'rectdy serving the Joint Property. In the event communication facilities/systerns serving the Joint
Property are Opesator ovmed, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section IL

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I, or in Section Il and which
is of direct benefit to the Joint Property and is incomed by the Operator in the necessary and proper conduct of the Joint
Operations. '

L OVERHEAD
Overhead - Drilling and Producing Operations

i As  compensation for administrative, supervision, office eervices and warchousing costs, Operator shsll charge
drilling and producing operations on either:

( X )Fixed Raté Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph IB

Unlcss otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and
salaries . or wages plus applicable burdens and expenses of all personmel, except those- directly chargeable under
Paragraph 3A, Section IL The cost and expense of services from tsid in tion with matters of
taxation, tmﬂ'nc,j accounting or matters beforc or involving govemnmental agencies shall be considered as included in
thecvcrheadrat[espmvidedforinﬂ\eabwc"‘Pv,‘oftln's"‘“ II unless such cost and expense are
agroed to by the Parties as a direct charge to the Joint Account.

ii. The salaries, vivagcs and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personne] directly employed on the Joint Property:

( ) shall be covered by the overhead rates, or
( X ) shall not be covered by the overhead rates.

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of techmical personnel cither temporarily or permanenily assigned to and directly employed in
the operation of the Joint Property:

( ) shall be covered by the overhead rates, or
( X )shall not be covered by the overhead rates.

A Ovethead - Fixed Rate Basis
(1) Operator ahail charge the Joint Account at the following rates per well per month:

Drilling Well Rate § 5,000.00
(Prorated for less than a full month)

Producing Well Rate §___ 500,00 _

(2) Application of Overhead - Fixod Rate Basis shall be as follows;
{a) Drilling Well Rate

(1) Charges for dnlling wells shall begin on the date the woll is spudded and teminate on the date
the drilling rig, completion rig, or other units used in completion of the well is released, whichever

COPKS
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(is later, except that no charge shall bc made during suspension of drilling or completion operations
for fifteen (15) or more consecutive calendar days.

(2) 'Charges for wells undergoing any type of workover or recompletion for a period of five (5)
consecutive work days or more shall be made at the drilling well rate. Sech charges shall be
"spplied for the period from datc workover operations, with rig or other units used in workover,
commence through date of rig or other unit release, except that no charge shall be madc during
suspension of operations for fifteen (15) or more consecutive calendar days,

()  Producing Well Rates

(1) ‘An active well either produced or injected into for any portion of the month shall be considered as
fa one-well charge for the entire month.

) iEach active completion in a multicompleted well in which production is mot commingled down
‘hole shall be comsidered as a onewell charge providing each letion is considered a t

14

‘well by the governing regulatory authority.

3) An inactive gas well shut in because of overproduction or failure of puchazer to take the

!

iproduction shall be considered as a one-well charge providing the gas well is dimctly connccted to

ia permanent sales outlet.

4) A one-well charge shall be made for the month in which plugging and abandonment operations

‘sre completed on any well. This one-well charge shall be made whether or not the weil has
‘produced except when drilling well rate applies.

{5) ‘ANl other inactive wells (including but not limited fo inactive wells covered by unit allowable, lease
'allowable, transferred allowable, ctc.) shall not qualify for an overhcad charge.

(3) The well ‘rates shall be adjusted as of the first day of April each ycar following the zffzctive date of the
agreement ‘to which this Accounting Proced is attached The adjust shall be computed by multiplying
the rate cumrently in wuse by the percentage increase or decrease in the average weekly eamings of Crude
Petroleum ‘and Gas Production Workers for the last calend year pared to the calendar year preceding as
shown by the index of average weekly eamings of Crude Petroleum and Gas Production Workers as published
by the United States Department of Labor, Burcau of Labor Statistics, or the equivalent Canadian index as
published by Statistics Canada, as applicable. The adjusted rates shall be the ratcs cumeatly in use, plus or
minus the cﬁ')mpuwd adjustment. 3

B. Overhead - Pemeziiage Basis
i

(1) Operator shall charge the Joint Account at the following rates:
(@) Devellypment
1

Percent (__ %) of the cost of development of the Joint Property exclusive of costs
provided under Paragraph 10 of Section I and sll salvage credits.

® Openting

Percent ( %} of the cost of operating the Joint Property exclusive of costs provided
under | Paragraphs 2 and 10 of Section I, all salvage credits, the wvalve of injected substances purchased
for secondary recovery and all taxes and asscasments which are levied, assessed and paid upon the
mincral interest in and to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows:

For the ;mrpme of determining charges on a  percentage batis under Paragraph 1B of this Section T,
develnpmentf shall include all costs in connection with drilling, redrilling, deepening, or any remedial
operations on any or all wells involving the use of dnlling rig and crew capsble of drilling to the producing
interval on the Joimt Property, also, preliminary expenditures y in preparation for drilling and
expendituresi incurred in  abandoning when the well is not completed as a producer, and original cost of
construction or installation of fixed assets, the ecxpamsion of fixed assets and any other project clearly
discemible as a fixed asset, except Major Construction ss defined in Paragraph 2 of this Section IL All other
costs shall be considered as operating.

Overhead - Major Construction

|
To compensate Operator for overhcad costs incurred in the construction and installation of fixed assets, the expansion of
fixed asscts, and any other project clearly discornible as a fixed asset required for the development and operation of the
Joint Property, Opesator shall cither negotiate 8 fate prior to the beginning of comstruction, or shall charge the Joint
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AmtfmmmcadwondwfoﬂowingntcsforanyMnijm&ucﬁcnpmjmh\emofS 35,000.00

A 5 9%of first $100,000 or total cost if less, phus

1
H

B. 3 % of costs in excess of $100,000 but less than $1,000,000, plus
C. 2 % of costs in excess of $1,000,000.

1
Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component pasts of a single
project shall not be treated scparately and the cost of drilling and workover wells and artificial lift equipment shall b
excluded. :

3. Catastrophe Overhead

To compensate Opefztor for overhead costs incurred in the event of cxpenditures resulting from a single occurrence due
to oil spill, blowoht, explosion, fire, storm, humicane, or other catastrophes as agreed to by the Parties, which are
necessary to restore the Joint Propertty to the equivalent condition that cxisted prior to the event causing the
expenditures, Opcrato}; shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Accounmt
for overhead based on the following rates: :

!
A 5___ % of total costs through $100,000; plus

B. 3 % of total costs in excess of $100,000 but less than $1,000,000; plus

C. 2 %oftotal.costs in excess of $1,000,000.
Expenditures subject; to the overheads above will not be reduced by insurance recoveries, and no other overhead
provisions of this Section Il shall apply.

'

4. Amendment of Rates

The overhead rates provided for in this Section Il may be amended from time to time only by mutual agreement
between the Parties hersto if, in practice, the rates are found to be insufficient or excessive.

1v. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator  is  respomsible  for Joint Account Material and shall make proper and timely charges and credits for all Material
movements  affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at
Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or
surplus  Material, such disposﬂ being made either through sale to Operator or Non-Operator, division ir. kind, or sale to
outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Nom-Operators in surplus condition
A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases

Material purchased sl;xall be charged at the price paid by Operator after deduction of all discounts reccived. In case of
Material found to be defective or returned to vendor for any other reasons, credit shall be passed w0 the Joint Account
‘when adjustment has been received by the Operator.

2. Transfers and Dispositions

Material fumnished to the Joint Property and Material transferred from the Joint Property or dispascd of by the Operator,
\mlmothcrwiseagteadinbythePnﬁa,sl\allbepﬁeednnthefollowingbasismlmiveofmhdixwmts:

A.  New Matenial (Condition A)
i
(1) _ Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2 3/8 inches OD and larger, except line pipe, shall be priced at Eastem mill
published carload base prices effective as of date of movement plus transportation cost using the 80,000
pownd- carload weight basis to the railway receiving point ncarest the Joint Property for which
published rail rates for tubular goods exist. If the 80,000 pound rail rate is mot offered, the 70,000 pownd
or 90,000 pound rail rate may be wsed. Freight charges for tubing will b¢ calculsted from Lorain, Ohio
andcaisingﬁ’omYmmgptown, Ohio.

i

(b) For grades which arc special to onme mill only, prices shall be computed a: the mill base of that mill plus
transportation cost from that mill to the railway receiving point nearest the Joint Property as provided
above in Paragraph 2.A (IXa). For transportation cost from points other than Easterr. mills, the 30,000
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|
pumi_d Oil Field Haulers Association interstate truck rate shall be used.

!
(c) Special end finish tubular goods shall be priced at the lowest published out-of-siock price, f.o.b. Housten,
Texa;s, plus transportation cost, using Oil Ficld Haulers Association interstate 30,000 pound truck rate,
to the railway receiving point nearest the Joint Property.

|
(d) Mac‘hrom' tubing (size less than 2 3/8 inch OD) shall be priced at the lowest published out-ofstock prices
fob. the supplier plns trapsportation costs, using the Oil Field Haulers Associstion interstate truck rate
per weight of tubing transferred, to the railway receiving point nearest the Joint Property.

Line Pipe !

(a) Line§ pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or
mmé shall be priced under provisions of tubular goods pricing in Parugraph A.(1{2) as provided above.
Freight charges shall be calculated from Lorain, Ohio.

1

®) Linei Pipe movements (except size 24 inch OD) and larger with walls % inch and over) less than 30,000
pounds shall be priced at Eastem mill published carload base prices effective as of date of shipment,
plusl 20 percent, plus transportation costs based on freight rates ax set forth under provisions of tuhlar
goodls pricing in Paragraph A.(1Xa) as provided above. Freight charges shall be calculated from Lorain,
Ohio.

o

() Line pipe 24 inch OD and over and % inch wall and larger shall be priced fob. the point of
mamifacture  at  current new published prices plus tramsportation cost to the railway roceiving point
nearest the Joint Property.

(d) Line pipe, including fabricated line pipe, drive pipe and  conduit not listed on published price lists shall
be priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at
prices agreed to by the Parties.

Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply store nearcst the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the
railway receiving point nearest the Joint Property.

Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current
new price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or
point of ;mamlfacturc, plus  transportation costs, if applicable, to the milway receiving paint nearcst the Joint
Property. l."}‘nused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2).

Good Used'Material (Condition B)
|

Material inisound and serviceable condition and suitable for rouse without reconditioning:
|
(1) Material moved to the Joint Property

At seventy-five percent (75%) of current new price, as determined by Paragraph A.
i

|
) Mahﬁ“i:l used on and moved from the Joint Property

(8) At scventy-five percent (75%) of cument new price, as determined by Paragraph A, if Material was
‘originally charged to the Joint Account as new Materisl or

(b) At sixtyfive percent (65%) of cument new price, s determined 'y Paragraph A, if Material was
;;miginallyc.hugedtotheloimAmmtnmedMneﬁal

(3) Material not used on and moved from the Joint Property

'

At se&enty—ﬁve percent (75%) of current new price as determined by Paragraph A.

Theeootofi‘recmdiﬁmﬁng,ifmy,shaﬂbe beotbed by the transferring property.

OﬂlerUsediMxterial

(1) Condi;ionC
Material which is not in sound and scrviceablc condition and not suitable for its ariginal fanction until
afier reconditioning shall be priced at fifty percent (50%) of cument new price as determined by

Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition
C value plus cost of reconditioning does not exceed Condition B value.

(OPAS,
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2 |

3 Mxticn'al, exchiding junk, no longer suitable for its original purpose, but usable for some other purpose
4 shall be priced on 3 basis commensurate with its use. Operator may dispose of Conmdition D Material
5 under procedures nommally used by Operator without prior approval of Non-Operators.

6 .

7 (a) i Casing, tubing, or drill pipe nsed as line pipe shall be priced as Grade A and B scamiess line pipe
8 of comparable size and weight.  Used casing, tubing or drill pipe utilized s line pipe shall be
9 priced at used line pipe prices.

10 ‘

11 (b) , Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g.
12 . power ofl lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe.
13  Upset tubular goods shall be priced on 2 non upset basis.

14 .

15 (3) ConllitionE

16 ;

17 Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under
18 procedures normally utilized by Operator without prior approval of Non-Operators.

19 ;

20 D Obeoletcl\;datedsl

21 ;

22 Material :which is serviceable and usable for its original function but condition and/or vzlne of such Material
23 is not eq;uivalenl to that which would justify a price as provided above may be specially priced as agreed to by
24 the Partics. Such price should result in .the Joint Account being charged with the value of the service
25 rendered by such Material.

26 :

27 E.  Pricing Conditions

28 }

29 (63) Loadmg or uploading costs may be charged fo the Joint Account at the rate of twenty-five cents (25¢)
30 per {hundmd weight on all tobular goods movements, in lieu of actual loading or wnloading costs
31 sustained at the stocking point. Thc above rate shall be adjusted as of the first dav of April each year
32 following January 1, 1985 by the same percentage incrcase or decrease used to adjust overhead rates in
33 Smtion I0, Paragraph 1.A.(3). Each year, the rate calculsted shall be rounded te the nearest cent and
34 shall be the rate in effect until the first day of April next ycar. Such rate shall be published each year
35 by the Council of Petroleum Accountants Societies.

36 i :

37 @ Matérial involving erection costs shall be charged at applicable percentage of the cmment knocked-down
38 price of new Material.

39 ‘

40 3. Premium Prices

41 ;

42 Whenever Material is not readily obtainable at published or listed prices because of national emergencics. strikes or other
43 unusual causes over’ which the Operator has no control, the Operator may charge the Joint Accourt for the required
44 Material at the Operator's actval cost incurred in providing such Material, in making it sutable for wse. and in moving it
45 to the Joint w; provided notice in writing is fomished to Non-Operators of the proposed charge prior to billing
46 Non-Operators  for m}lch Material.  Each Non-Operator shall have the right, by so clecting and notifymng Operator within
47 ten days after receiving notice from Operator, to fumish in kind all or part of his share of such Matcxial suitable for use
48 and acceptable to Opera’!or.

49 ‘j

50 4, Warranty of Material Furnished By Operator

51 ’

52 Operator docs  not wamant the Material fimished. In case of defective Material, credit shall not be passed to the Joint
53 A until adjustment has been received by Operator from the manufacturers or their agents,

54 o

55

56 V. INVENTORIES

57 ;

58 The Operator shall maintain detailed records of Controllable Material.

59

6 1. Periodic Inventories, Notice and Representation

61 .

62 At reasonable intcrvais, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
63 of intention to take mventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
64 Non-Operators may be represented when any inventory is tsken. Failure of Non-Operators to be represented at an
65 inventory shall bind Non-Operators to accept the irr 'y taken by Op

66 i

67 2. Reconciliation and Adjustment of Inventories

68

69 Adjustments to the Joint Account resulting from the reconciliation of a physical imventory shall be made within six
70 months following the taking of the inventory. Invemtory adjustments shall be made by Operator to the Joint Account for
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overages and shoﬂagcs, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.
Special Inventories

Special inventorics may be taken whenever there is any sale, chang ‘nf interest, or change of Operator in the Joint
Property. It shall be the duty of the party selling to wuotify all other Parties as quickly as possible after the transfer of
interest takes place. In such cases, both the seller and the purchaser shall be govemed by such inventory. In cascs

involving a change of Operator, all Partics shall be govemed by such inventory.

Expense of Conducting Inventories

A, The cxpense of conducting periodic inventorics shall not be charged to the Joint A t unless agreed to by the
Parties.

B. The expense j of conducting spccial inventories shall be charged to the Parties requesting such inventorics, except
inventories required due to change of Operator shall be charged to the Joint Account.

(OPASy




EXHIBIT "D”

Page 1 of 1
Attached to and made a part of that certain Operating Agreement dated March 1,

2005 between Synergy Opereting, LLC, as Operator, and Burlington Resources
Oil & Gas Company et al. as Non-Operators.

INSURANCE COVERAGE

Operator shall carry for the joint account Worker's Compensation Insurance
granting full compensation under the Worker's Compensation Law of the State in
which the Contract Area is located, if applicable, with limits of not less than
$100,000.00 for zll Operator's employees engaged in work for the joint account.

The Operator shall also maintain and pay for Comprehensive General Liability
Insurance, endorsed to provide Blanket Contractual Liability coverage with a
combined single limit of $1,000,000.00 per occurrence for bodily injury and
property damage. ‘

During all drilling and completion operations, the drilling contractors and
subcontractors (or the Operator, if using the Operator's own equipment) shall
provide minimum insurance coverage for Bodily Injury and Property Damage.

Any party hereto individually may acquire any additional insurance as it desires
at its own expense to protect itself against any liability not covered by the
insurance specified above. Each party agrees to be liable for and insure (or self-
insure) its proportionate share of Operator’s self-insured retention (deductible)
with respect to each of the coverages set forth above, it being the intent of the
parties that Operator shall not act as an insurer for the joint account to the extent
of its self-insured retention.




EXHIBIT "E"

Attached 1o and made a part of that certain Operating Agreement dated March 1,
2005, between Synergy Operating, LLC, es Opeietor, and Burlington Resources
Oil & Gas Company et al. as Non-Operators.

GAS EALANCING AGREEMENT

ARTICLE |
Definitions

1.01 For the purposes of this Agreement, the terms set forth below shall
have the meanings herein ascribed to them. '

(@)  "Balance" is the condition existing when a Party has disposed of a
cumulative volume of Gas from a Well which is equal to such Party's Percentage
Ownership of the total cumulative volume of Gas disposed of by all Parties from
such Well. For purposes of Balancing, references herein to price, value and volume
shall be adjusted or calculated on a Biu basis.

(b)  "Btu"is one British thermal unit, which is the amount of heat required to
raise the temperature of one pound of water one degree Fahrenheit from 58.5
Fahrenheit 1o 59.5% Fahrenheit, at 14.73 pounds per square inch absolute. The
term "MMBtu" refers to one million (1,000,000) Btu's.

(c) "FERC" refers to the Federal Energy Regulatory Commission, or any
similar or successor agency, state or federal.

(d)  "Gas"includes all hydrocarbons produced or producible from a Well,
whether a Well classified as an oil Well or gas Well by the regulatory agency having
jurisdiction in such matters, which are or may be made available at the Measurement
Point for sale or separate disposition by the Parties, excluding oil, condensate and
other liquids separated upstream from the Measurement Point. "Gas" does not
include gas used for joint operations, or gas which is vented or lost, prior to delivery
at the Measurement Point. Reference herein to the right to "dispose of* Gas or Gas
"disposed of" includes all methods of disposition of Gas, including taking in kind,
delivering in kind to a Lessor, sales to a Party or third party or an affiliate, or gas used
by a Party for purposes other than joint operations.

(e}  "Imbalance" refers to either the Overproduction of an Overproduced
Party or the Underproduction of an Underproduced Party, as applicable.

(f "Make-up Gas" refers to that incremental volume of Gas, up to but not
exceeding forty percent (40%) of the Percentage Ownership of an Overproduced
Party in the Gas which can be produced from a Well which an Underproduced Party
ils (ta)n}illed to dispose of in accordance with this Agreement in order to make up its
mbalance.

g "Mcf" means the quantity of Gas occupying a volume of one thousand
(1,000) cubic feet at a temperature of sixty degrees Fahrenheit (60«F) and a
pressure of fourteen and seventy-three hundredths pounds per square inch
absolute (14.73 psia).




(h) "Measurement Point” refers to the outlet side of the jointly owned
production facilities, or cuch other point mutuzlly agreeeble where Gas from a Well is
measured after the separation of ¢il, condensale or other liquids.

0] "Operator" 1efers to the Operator under the terms of the Cperating
Agreement.
() "Overproduced" is the condition existing when a Party has disposed

of a grealer cumulative volume of Gas from a Well than its Percentage Ownership of
the total cumulative volume of Cas disposed of by all Parties from such Well.

(k)  "Perty" means any party subject to the Operating Agreement.
"Panies" means &ll parties subject o the Operaling Agreement.

()] The "Percentage Ownership" of each Party is equal to that Party's
percentage or fractional interest in a Well, as determined under the terms of the
Operating Agreement.

(m)  "Underproduced" is the condition existing when a Parly has disposed
of a lesser cumulative volume of Gas from a Well than its Percentage Ownership of
the total cumulative volume of Gas disposed of by all Parties from such Well.

(n)  The terms "Underproduction" and "Overproduction” refer to that lesser
or greater incremental volume of Gas which a Party would have disposed of from a
Well, on a monthly or cumulative basis, if it had disposed of its Percentage
Ownership of Gas from that Well.

(0) "Well" means a well drilled on the Contract Area covered by the
Operating Agreement and capable of producing Gas.

1.02 Unless the context clearly indicates to the contrary, words used in the
singular include plural, the plural includes the singular, and the neuter gender includes
the masculine and the feminine. :

ARTICLE I}
Scope and Term of Agreement

2.01 This Agreement establishes a separate gas balancing agreement for
each Well covered by the Operating Agreement fo the same extent as if a separate
Gas Balancing Agreement had been executed for each such Well.

2.02 The Agreement shall terminate, separately as to each Well, the earlier
of (a) when the oil and gas lease(s) covering the Well terminate, or (b) when
production from such Well permanently ceases and the Gas accounts for such Well
are brought into Balance pursuant to this Agreement. ‘

ARTICLE Ili
Right to Produce and Ownership of Gas

3.01 Subject to the rights of an Underproduced Party to produce and
dispose of Make-up Gas pursuant {0 this Agreement, each Party shall own and be
entitled to produce and dispose of its Percentage Ownership of Gas which can be
produced from a Well. During any month when a Party does not dispose of its
entire Percentage Ownership of such Gas, the other Parties shall be entitled to




produce and dispose of all or eny portion of such Ges; provided, that to the extent
such Parties desire to dicpose of more Cas than is eveileble, they shall share in such
Ges in the proportion that each such Party's Percentage Ownership bears to the
combined Percentage Ownership of all Parties desiring to dispose of such Gas.

3.02 As between the Parties hetelo, each Perty shall own and be entitled
to the Gas disposed of by such Party for its sole account, and the proceeds thereof,
including constituents contained therein that are recovered downstream from the
Measurement Point. If at any time, and from time 1o time, a Party is Underproduced
with respect to a Well, its Underproduction shall be deemed to be in storage in the
Well, subject to the right of such Party to produce and dispose of such Gas at a later
time.

ARTICLE IV
Make-Up Gas

4.01 In order to make up an Imbzlance, each Underproduced Party in a
Well shall have the right, after tweiity (20) days wiilicn iiolice to all parties, 1o
produce and dispose of Make-Up Gas, subject to the following rules:

(@)  An Overproduced Party shall not be required to fumish Make-Up Gas
unless an Underproduced Party is first taking or disposing of its full Percentage
Ownership of Gas from a Well; and

(b)  An Overproduced Party shall not be required under any circumstances
to reduce its takes to less than its Percentage Ownership of Gas which can be
produced from a Well during the months of January, February, and December of a
calendar year; and

(¢)  An Overproduced Party shall not be required under any circumstances
to reduce its takes to less than sixty percent (60%) of such Overproduced Party's
Percentage Ownership of Gas which can be produced from a Well; and

(d) K there is more than one Overproduced Party, the Make-Up Gas will
be taken from the Overproduced Parties in the proportion that each Overproduced
Party's Percentage Ownership in a Well bears to the total Percentage Ownership of
all Overproduced Parties in that Well; and

{e) If there is more than one Underproduced Party who desires and is
able 1o dispose of Make-Up Gas in a month, each Underproduced Party will share
in the Make-Up Gas in the proportion which its Percentage Ownership in a Well
bears 1o the total Percentage Ownership of all Underproduced Parties in that Well
disposing of Make-Up Gas that month.

4.02 The provisions of this Article IV shall constitute an Underproduced
Party's exclusive rights and an Overproduced Party's exclusive obligations with
regard to the right of an Underproduced Party to require an Overproduced Party to
furnish Make-Up Gas.

_4.03 Nothing herein shall be construed to deny any Party the right from time
to time to produce and deliver its full Percentage Ownership of Gas in a Well for the
purpose of conducting deliverability tests pursuant to its gas purchase contracts.




ARTICLE V
Balancing of Gas Accounts

5.01 The Operator shall have the right of controlling production and
deliveries of Gas and administering the provisions of this Agreement. The Operator
shall use its best efforts 1o cause Gas to be delivered at the Measurement Point n
such a manner and at such rates as may be required, from time 1o time, to give effect
to the intent that any Imbalances shall be brought into Balance in accordance with the
provisions hereof. The Operator shall only be liable for its fzilure to make deliveries
of Gas in accordance with the terms of this Agreement if such failure is due 1o its
gross negligence or willful misconduct.

5.02 The Operator will maintain a separate Gas account for each Party and
Well. The Operator will furnish each party quarterly a report showing the total Mcf of
gas produced from each Well, the Mcf used in joint operations, or which was vented
or lost, the Mcf of Gas disposed by each Party, each Party's Overproduction or
Underproduction for each month during the preceding calendar quarter, and the
cumulative Imbalance of all Fartes in eacn Well at the end of each month during such
quarter. In the event that production from each Well is not separately measured,
then the Operator will allocate production to each Well on the basis of periodic test or
such other methods as are commonly used and accepted in the industry. The
Imbalance of an Underproduced Party shall be made up on a month-to-month basis
and in the order of accrual; i.e., any Gas taken by an Underproduced Party over and
above the monthly amount attributable to its Percentage Ownership shall be
credited against and offset its first Underproduction from time-to-time.

5.03 Each Party shall retain all data, information and records pertaining to the
Gas taken and disposed of by such Party in a Well during periods of Imbalance
hereunder, including, but not limited to, records pertaining to the volumes of Gas
disposed of, the gross and net proceeds received from the disposition of such Gas,
and the information utilized to adjust volumes and prices on a Btu basis, for a period
expiring two (2) years after the termination of this Agreement as to such Well.

5.04 During the term of this agreement, each Party shall have the right to
request information from and to audit the records of the Operator and any other Party
as to all matters concerning volumes, Btu adjustments, prices and disposition of Gas
from a Well. These rights for each Well shall extend until two (2) years after the
expiration of this Agreement as to that Well. Any audit shall be conducted at the
expense of the Party or Parties desiring such audit, and shall be conducted, after
reasonable notice, during normal business hours in the office of the Party whose
records are being audited. If more than one Party desires to audit the records of
another Party, then all such Parties shall cooperate with each other in order that only
one audit shall be conducted in any twelve (12) month period.

'ARTICLE Vi
Cash Settlement of Imbalance

6.01  "Upon (i) approval of all parties owning a working interest in the well to
plug and abandon the well or (i) when production from a well permanently ceases,
the Operator shall render its final account of the cumulative imbalance of all Parties for
that well within sixty (60) days after receiving the information requested as hereafter
provided." Within thirty (30) days of Operator's request, each Overproduced Party
shall provide information to Operator sufficient for the preparation of such statements
including, but not limited to the net price received for its Overproduction and each




Underproduced Party shell submiit to Operetor such deta and information evidencing
its payment of all royalties, overriding royalties, production burdens and taxes on ils
Underproduction which it wes obligeled 1o pay. Each Overproduced Party shall
accountto and pay each Underproduced Party within cixty (60) days of Operator's
final account @ sum of money equal fo the net price on the Underproduction which an
Underproduced Party was entitled to receive from an Overproduced Party. All past
due payments due Underproduced Parties shall bear interest at the prime rate of
interest in effect from time to time of Chemical Bank, N.Y., from date due until date
paid. Nel price for cash settlements herein shall be determined in accordance with
Paragraph 6.02. '

6.02 The net price for cash settlements (without interest) under this Article VI
shall be the price zctually received by the Overproduced Party for the sale of the
Overproduction at the time the Overproduction accrued less production, severance
and other similar taxes, fees or levies thereon and less royalties actually paid by an
Overproduced Party atlributable to the Underproduction of an Underproduced

Party.

6.03 If any portion of the price which is to be paid to an Underproduced

Party is subject to refund under order, rule or regulation of the FERC, then the
Overproduced Party shall withhold the increment of price subject to refund until the
price is fully approved, unless the Underproduced Party furnishes a corporate
undertaking salisfactory to the Overproduced Party guaranteeing the return of the
increment in price attributable to such refund, including interest, if any, which is
required 10 be paid with such refund. In addition, if FERC or any other governmental
agency having jurisdiction requires that an Overproduced Party make a refund with
respect to any portion of a price used to make payment under this Article VI, then
the Underproduced Party(ies) shall reimburse the Overproduced Party(ies) for such
refund, including any interest required to be paid with respect thereto. This
Paragraph 6.03 shall survive the termination of this Agreement until the period has
passed for which a refund may be required.

6.04 In the event an over-produced party sells, assigns, or otherwise
transfers any of its interest in the leases to which this agreement applies, it shal
promptly notify the other parties and upon written request from Underproduced
parties proceed 1o make a cash setllement with Underproduced parties as provided
hereunder, provided that a cash seltlement may not be demanded by such
Underproduced party solely because an Overproduced party has mortgaged its
interests, or disposed of its interest by merger, reorganization, consolidation, or sale
of substantially all of its assets to a subsidiary or parent company, or to any
company in which any one party owns a majority of the stock.

ARTICLE VI
Costs and Ownership of Liquids

All operating risks, expenses and liabilities shall be borne and paid by the
Pariies in accordance with the provisions of the Operating Agreement, or other
agreement, rule or order if there is not an Operating Agreement, regardless of
whether the Gas is being taken or disposed of from a Well at any given time n
proportion to the Percentage Ownership of the Parties in the Well. Liquid
hydrocarbons of a Well separated from the Gas prior to delivery at the
Measurement Point shall be owned by all Parties in accordance with their Percentage
Ownership in the Well, and each of the Parties shall be entitled to own and market
their liquid hydrocarbons separated prior to the Measurement Paint in accordance




with the Percentage Ownership in the Well, irrespective of the fact that one or more
of the Parties may not be dispcsing of Gas from the Well.

ARTICLE VIl
Indemnity

Each Party hereby indemnifies and agrees to hold the other Parlies harmless
from all claims which may be asserted by any third party arising out of the operation
of this Agreement and the performance of the indemnitying Party of its obligations
hereunder. Such indemnity shall extend to and include all costs of investigation and
defense (including reasonable altorney's fees), and all judgments and damages
incurred or sustained, as a result of any such claim.

ARTICLE IX
Payment of Lease Burden

Unless otherwise required by provisions of a lease, agreement or statute,
rule, regulation or order of any governmental authority having jurisdiciion, and
regardless of who is actually taking or disposing of Gas from a Well, each Party shall
be responsible for and shall pay or cause 1o be paid any and all royalties, overriding
royalties, production payments and similar encumbrances on production due to its full
Percentage Ownership of Gas production from a Well and shall hold the other
Parties free from any liability therefor. The Party or Parties actually taking and
disposing of Gas from a Well shall be responsible for and shall pay all production
severance or similar taxes, fees or levies on such production.

ARTICLE X
Notice

Any notices or other communications required or permitted hereunder shall be
in writing and shall be deemed given only when received by the Party to whom the
same is directed at the addresses and in the manner then provided under the
Operating Agreement.




EXHIBIT “F”

NON-DISCRIMINATION AND CERTIFICATICN CF NCN-SECREGATED FACILITIES

Ateached to and mede a parl of thet certain Operaling Agreement cated March 1, 2005,
between Synergy Operating, LLC, &< Operetor, and Burlington Resources Oil & Cas
Company, el al,, as Non-Operators.

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

During the performance of this contract, the Operator agrees as follows:
The contractor will not discriminate against any employee or applicant for employment
because of race, color, religion, sex or national origin. The contractor will take
affirmative action to ensure that applicants who are employed, and that employees are
treated during employment without regard 1o their race, color, religion, sex or national
origin. Such action shall include but not be limited 1o employment, upgrading, demotion,
or transfer, recruitment or recruitment advertising; layoff or termination; rates of pay or
other forms of compensation; and selection for training, including apprenticeship. The
contractor agrees to post in conspicuous places available to employees and applicants
for employment, notices to be provided by the contracting officer settmg forth the
provisions of this non-discrimination clause.

The contractor will, in all solicitations or advertisements for employees placed by or on
behalf of the contractor, state that all qualified applicants will receive consideration for
employment without regard to race, color, religion, sex or national origin.

The contractor will send to each labor union or representative of works with which he
has a collective bargaining agreement or other contract or understanding, a notice, to
be provided by the agency contracting officer, advising the labor union or worker’s
representative of the contractor’s commitments under Section 202 of Executive Order
No. 11246 of September 24, 1965, and shall post copies of the notice in consplcuous
places available to employees and applicants for employment. :

The contractor will comply with all provisions of Executive Order No. 11246 of
September 24, 1965, and of the rules, regulations, and relevant orders of the Secretary
of Labor.

The contractor will furnish all information and reports required by Executive Order No.
11246 of September 24, 1965, and by the rules, regulations, and orders of the
Secretary of Labor, or pursuant thereto, and will permit access to his books, records
and accounts by the contracting agency and the Secretary of Labor for purposes of
investigation to ascertain compliance with such rules, regulations, and orders.

In the event of the contractor’s noncompliance with the nondiscrimination clauses of this
contract or with any of such rules, regulations, or orders, this contract may be cancelled,
terminated or suspended in whole or in part and the contractor may be declared
ineligible for further government contracts in accordance with procedures authorized in
Executive Order No. 11246 of September 24, 1965, and such other sanctions may be
imposed and remedies invoked as provided in Executive Order No. 11246 of September
24, 1965, or by rules, regulations, or order of the Secretary of Labor, or as otherwise
provided by law.
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The contractor will include the previsions of Paragtaphs 1 through 7 in every
subcontract or purchase order unless exempted by rules, regulations, or orders of the
Secretary of Labor issued pursuant to Section 204 of Executive Order No. 11246 of
September 24, 1865, so such provisions will be binding upon each subcontractor or
vendor. The contractor will take such action with respect to any subcontract or
purchase order as the contracting agency may direct as a means of enforcing such
provisions including sanctions for non-compliance; provided, however, that in the event
the contractor becomes involved in, or is threatened with, litigation with a subcontractor
or vendor as a result of such direction by the contracting agency, the contractor may
request the United States to enter into such litigation to protect the interests of the
United States.

Operator acknowledges that it may be required to file Standard Form 100 (EEO-1)
promulgated jointly by the office of Federal Contract Compliance, the Equal
Employment Opportunity Commission and Plans for Progress with the appropriate
"agency within 30 days of the date of the contract aware if such report has not been filed
for the current year and otherwise comply with or file such other compliance reports as
may be required under Executive Order No. 11246, as amended and Rules and
Regulations adopted thereunder.

Operator further acknowledges that it may be required to develop a written affirmative
action compliance program as required by the Rules and Regulations approved by the
Secretary of Labor under authority of Executive Order No. 11246 and supply Non-
Operators with a copy of such program if they so request.

CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assures Non-Operators that it does not and will not maintain or provide for its
employees and segregated facilities at any of its establishments, and it does not and will
not permit its employees to perform their services at any location, under its control,
where segregation facilities are maintained. For this purpose, it is understood that the
phrase “segregated facilities” includes facilities because of habit, local custom or
otherwise. ltis further understood and agreed that maintaining or provided segregated
facilities for its employees or permitting its employees to perform their services at any
location under its control where segregated facilities are maintained is a violation of the
equal opportunity clause required by Executive Order No. 11246 of September 24,
1965. : :

Operator further understands and agrees that a breach of the assurance herein
contained subject it to the provisions of applicable federal regulations under 41 CFR
and the policies of the Secretary of Labor of the United States of America.
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